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ECOWOMIC PLANNING 


REPORT ON MARKET'S REGULATORY ROLE 
OW180252 Beijing XINHUA Domestic Service in Chinese 0025 GMT 17 Jun 82 


[Article by XINHUA commentator: "The Market's Regulatory Role Must Not Be 
Overlooked" ] 


[Excerpts] Beijing, 17 Jun (XINHUA)--The economic departments of various 
localities are firmly implementing the important directive given them by 

the party Central Committee and the state council on ensuring that the planned 
economy plays the major role and market regulation the supplementary role. 

The general situation in this development is sound. While knowing that the 
stress is laid on planned economy, some comrades, however, have cast doubt on 
or even negated the market's regulatory role. How should we see the question 
of market regulation? Should we give play to its role? 


With the national economic readjustment in progress in the past few years, the 
state has assigned a far lighter task to the machine-building industry for 

the period under review. This industry would have drastically reduced its 
production and would inevitably have suffered a tremendous financial loss if 
everyone working with it regarded the state plan as a "big rice pot" and ate 
in it as he has done in the past. 


We are pleased to learn that this industry not only suffered no financial losses 
last year but turned in 3 billion yuan of profit to the state, thanks to the 
efforts made by the machine-building industrial enterprises to carry out market 
regulation, canvass for orders and expand their customer service. The contracts 
on machinery supply signed by the machine-building industrial departments during 
the first 5 months of this year cover items exceeding the quantity spelled out 
in the annual production plan assigned them by the state for this year. Those 
contracts will make up for the inadequate state »lan and will enable the 
machine-building industry to earn more for the state under difficult condi- 
tions. The practice of the machine-building industrial departments vividly 
shows that on the premise of mainly relying on socialist planned economy, it 

is imperative to supplement it with regulation through the market. 


There are two other reasons why the market's regulatory role should not be 
overlooked. The first is that the state plan cannot be all-inclusive. Since 
it includes the production of those key enterprises that have an important 
impact on the national economy and the people's livelihood and because it 











projects the output of many important agricultural and other industrial 
products, the state plan cannot include so many other enterprises and their 
countless product items. Therefore, it needs regulation through the market 
to define other tasks, promote marketing of products and solve the problems 
of acquiring raw materials and some necessary equipment, accessories and 
parts. Secondly, we still lack scientific economic data and information 
that can be used as the basis on which we carry out our planning work. So, 
our planning cannot be complete and comprehensive and cannot accurately 
reflect the changing scvial demand. Production plans formulated under this 
kind of situation can hardly avoid the situation in which supply exceeds 
demand or in which supply fails to meet demand. Therefore, it is necessary 
to make up each other's deficiencies through market regulation so that 
production can meet demand and supply is linked to marketing. 


Due to the lack of experience and the nonexistence of sound measures and 
relevant systems, some problems have indeed occurred in a number of enter- 
prises in the course of carrying out market regulation. We must attach 
importance to these problems and make earnest efforts to solve them. We 
should not fail to carry out market regulation because of these problems 
or refrain from doing so for fear of a slight risk. 


CSO: 4006/496 











ECONOMIC MANAGEMENT 


HAINAN HOLDS CADRE MEETING ON ECONOMIC CRIME 
HK151421 Haikou Hainan Island Service in Mandarin 0330 GMT 15 Jun 82 


[Summary] Yesterday, the Hainan Regional CCP Committee held a meeting of 

leading cadres of organs at the regional levei. Regional CCP committee first 
secretary Luo Tian made a report at the meeting, demanding: "Leaders at all 
levels must continue to penetratingly implement the spirit of the instructions 

of the central authorities and the Guangdong Provincial CCP Committee and wage 

in depth the struggle against serious criminal activities in the economic field." 


In his report, Luo Tian said that over the last 4 months, the region had 
conducted education in opposing corruption and degeneration and leaders at 

all levels, party members, cadres, staff members, and workers and the masses 
had deepened their understanding. CCP committees at all levels had 
strengthened leadership over this struggle, strengthened their ability to deal 
with cases and struck blows at serious criminal activities in the economic 
field. A large number of cases had been clearly investigated and dealt with 
and 284 economic criminals had voluntarily surrendered themselves to political 
and legal organs and relevant units and confessed their mistakes. A total 
amount of 420,000 yuan of ill-gotten gains and a large quantity of goods 
illegally obtained have been recovered by the state. 


In his report, Luo Tian said: "However, the struggle has not developed evenly 
in all places and departments. Some counties and units have not firmly 
grasped the key point of the struggle. Big and important cases have not been 
completely exposed. Some counties and units have not seriously strengthened 
their ability to deal with cases and have not clearly investigated and dealt 
with cases. The reason is that leadership groups of these places and units 
have had this or that problem and are not perfect themselves. They are afraid 
of drawing fire against themselves. Or when they encounter difficulties and 
obstacles, they are afraid of this or that, are full of worries and are not 
bold in leading this struggle. This will affect the penetrating development 
of the struggle." 


With a view to waging this struggle in depth, Luo Tian demanded that leaders 
at all levels seriously grasp well the following several aspects of work: 


First, it is necessary to further study the decision of the CCP Central Committee 
and the State Council and the relevant documents. 














Second, it is essential to correctly understand and handle wel) the relation- 
ship between waging this struggle and embarking on economic construction. 
Economic construction is the central work of the party. Striking blows at 
the serious criminal activities in the economic field is aimed at eliminating 
the obstacles to economic construction and at guaranteeing that economic 
construction will develop relatively quickly and that reiatively good 
economic returns will be achieved. 


Third, it is imperative to do well in dealing with cases. We must step up 
dealing with big and important cases. We must deal with cases in accordance 
with the legal procedures and on the basis of facts. 


Fourth, we must resolutely eliminate all interference and carry this struggle 
through to the end. "Leaders at all levels must be clear-headed, resolutely 
eliminate factional interference and prevent some people from making use of 
factionalism to start rumors to create trouble. We must be good at distin- 
guishing a small number of people with ulterior motives who attempt to fish 
in troubled waters." 


Fifth, CCP committees at all levels must strengthen leadership over this 
struggle and No 1 and No 2 men of all units must personally grasp this 
struggle. Big and important cases must be firmly grasped and good results 
must be achieved in June. 


CSO: 4006/496 











FINANCE AND BANKING 


'JINGJI YANJIU' DISCUSSES ROLE OF BANK LOANS 
HKO7 1405 Beijing JINGJI YANJIU in Chinese No 5, 20 May 82 pp 26-32 


[Article by Wang Zhuo [3769 3820]: ‘Enhance the Role of Financial Distri- 
bution and Bank Loans"} 


[Text] Our country's further readjustment of the national economy in 1981 
has achieved great successes. It realized the basic balance of finance and 
credit and Loans as well as the stability of commodity prices. The economic 
situation is indeed a good one. Naturally, there are also signs that the 
latent dangers to the national economy have not been entirely eradicated. 
These lurking dangers are mainly shown in the reciprocal relations between 
finance, the market and commodity prices. The gross amount of the supply 
of commodities to the market is still not in conformity with the increase 

in the purchasing power of the community. Enormous efforts must still be 
made to maintain the basic stability of commodity prices. It seems that of 
these three factors, the question of finance offers a contradiction in the 
conditioning of the current economic situation as a whole. To strive for a 
basic improvement in the financial and economic situation, we must redouble 
our efforts in the search for new measures to solve the problems of finance. 


I 


Our financial difficulties at present are mainly seen in the shortage of 
funds. Only in solving well the question of the supply of funds can we en- 
able the national economy to pass through the stage of readjustment, become 
stabilized, eradicate the lurking dangers and proceed on the broad road to 
healthy economic development. Just how can this be achieved? In my esti- 
mation, the two important links in further eradicating the lurking dangers 


to the national economy are to grasp well financial distribution and bank 
loans. 


Let us start first with a review of the rise of the new situation in na- 
tional finance. The continued readjustment of the national economy in 1979 
and 1980 successively raised the ratio of consumption funds. Unfortunately, 
the ratio for accumulation funds was not lowered, because the gross amount 
of capital construction investments could not be suppressed. This contra- 
diction was the main cause of the huge financial deficits for 2 years in 
succession. To solve this contradiction, the only way appeared to be the 











further readjustment of the national economy and the solid reduction of the 
gross amount of capital construction investments. In 1981, the gross amount 
of capital construction investments was reduced from 54 billion yuan in 1980 
to 38 billion yuan. Despite such a drastic reduction, why was it that the 
1981 financial receipts and expenses still could not achieve a basic bal- 
ance? And why was it that the iatent dangers to the national economy could 
not be entirely eliminated? The reason was due to heavy industry. Heavy 
industry was then in the course of readjustment and suffered a decline in 
production. Its gross output value usually occupies 50 percent of the gross 
output value of industry as a whole. Its decline in production directly af- 
fected the speed of growth of the whole industry. In 1981, the growth rate 
of the light and textile industries was 13.6 percent, but because of the 5 
percent decrease in production of heavy industry, the growth rate for indus- 
try as a whole was only 4 percent. This industrial growth rate about equalled 
that of agriculture and was a phenomenon seldom seen over the last 32 years. 
It represents a new contradiction in economic life well worth people's at- 
tention at present. The cause3 for this decline in productim of heavy in- 
dustry may be attributed to insufficient capital funds and to the failure 
to completely eradicate the hidden dangers to the national economy. Natur- 
ally, causes in the distribution sector may also be contributory, but the 
main causes are located in the production sector. 


Why did heavy industry suffer a decline in production? The causes were var- 
ious, such as: the irrational industrial structure of heavy industry it- 
self, the incorrect service orientation of many of its enterprises, its 
products not conforming to the demand of the community, insufficient power 
Supply in the case of certain enterprises, and so on. However, the main 
cause was due to the sudden shrinkage in the size of heavy industry's 
markets. As a result, many of its plants were in a state of "not having 
enough to eat" and actually "starving." In such a predicament, many of the 
enterprises, unable to turn to other production channels, had to make tempor- 
ary arrangements, or resort to irregular practices. Making temporary arrange- 
ments could be for emergency use only, certainly not for long whereas in re- 
sorting to irregular practices the loss may actually outweigh the gain. It 
thus appears that unless the size and capacity of heavy industry's markets 
are enlarged, there is no way to revive heavy industry. The empty call to 
heavy industry to change its service orientation simply does not help. It 

is tke trying "to scratch an itch from outside one's boot" and certainly 
cannot solve the problems. 


What was the cause for the sudden shrinkage in the size of heavy industry's 
markets? This was related to the concrete measures adopted in readjusting 
the national economy. In further readjusting the national economy in 1981, 
the demand war that “capital construction should retreat sufficiently," 

A drastic reduction was mase in the gross volume of capital construction 
investments and, as a result, capital construction investments were cut 
down by 16 million yuan compared with the preceding year. But this economic 
readjustment was carried out with a "full burden on its back," that is to 
say, only a small number of heavy industrial plants were closed, suspended, 
merged or shifted to other modes of production, This, in turn brought about 








the contradiction that the scope and size of heavy induetry's markets were 
much smaller than the production capacity of heavy industry itself. The re- 
sult was a downturn in stockpiling and production. 


The downturn in heavy industrial production brought about a drop ir the 
speed of development of industry as a whole, It also caused a fall in the 
growth rate of the national income, as follows: in 1979, the growth rate 
over the preceding year was 7 percent; in 1980, it was 6.9 percent; but in 
1981, it was only 3 percent. This principally accounted for the drop in 
financial revenues. Hence, it can be seen that a close relationship exists 
between the downturn in heavy industrial production, the current shortage 

in capital funds, and the inability to completely eradicate the latent 
dangers to the national econqmy. Nevertheless, the downturn in heavy in- 
dustrial production did not rise out of the problems of heavy industry it- 
self. It was also not the fault with the change in the orientation of ser- 
vice not being fast enough. Rather, it was the natural result of the sudden 
drop in market demand, which was backed by the ability to pay, in the sector 
of heavy industry. In other words, it was not that the demand for the means 
of production was lacking in our country but that the kind of demand sup- 
ported by the ability to pay was insufficient. As a result, heavy indus- 
try's market capacity gradually dwindled. 


This being the case, can the market capacity of heavy industry be expanded? 
But looking into the ..arket capacity of heavy industry requires an analysis 
of the prevailing state of heavy industry. At present, the situation in 
heavy industry has the following characteristics: 1) there are certain 
heavy industrial plants which currently sufier from production drawbacks 
such as a heavy consumption rate of energy, high production cost, poor 
quality of products, products not conforming to the needs of the community, 
producing genuine goods that are in excessive supply involving much stock- 
piling, and sc on. The problem here is not one of expanding the market 
capacity but rather one of whether or not tie plans should be closed, sus- 
pended, merged or shifted to other modes of production. 2) The market for 
products of that sector of heavy industry ,roducing agricultural machines 
was dwindled in capacity. This, however, is a normal development. The 
problem concerned here is to readjust the structure of products and to shift 
production to other more appropriate lines. 3) The market of that sector 
of heavy industry producing goods that ave in short supply, principally 
energy and construction materials and handling transportation services, has 
a fairly large capacity. Actually, no market problem exists here and there 
is no problem of a production downturn. Rather, the problem is now to ac- 
celerate its further development. 4) The machine-building industry, which 
is a portion of heavy industry and is more or less representative of that 


industry, was originally intended to serve capital const ‘on, with capital 
construction being reduced in scope, its market has als: led. The prob- 
lem now is how to widen the sa@pe and capacity of the m  .., in order to 


prevent a further production downturn. 


The markets of heavy industry are of two types. Orfe type pertains to heavy 
industry which serves itself or whose services rotate around the industry 
itself. It has the special feature ~f serving the development of heavy 








industry alone. This market principally fulfills the purchasing demand, 
which is supported by the ability to pay, of the capital construction units 
of heavy industry. The support providing the purchase demand with the abil- 
ity to pay is derived from the capital construction investments. If the 
proportion of this type of heavy industry is increased, the invariable out- 
come will be: high accumulation rate, huge capital construction, and low 
economic benefits, ending up with fiscal deficits, tension in the markets 
(including markets for the means of production and markets for consumer 
goods), currency inflation, and a rise in commodity prices. This finally 
brings about an imbalance in the proportionate relations of the national 
economy. The other type of heavy industry may be called the "four services," 
That is to say, it performs the following services: arming heavy industry 
itself, serving national defense vonstruction, serving agriculture and serv- 
ing the light and textile industries. Heavy industry of this type has ex- 
tensive markets of which the principal one constitutes a market for the 
development of the capital construction of the light and textile industries 
and for their technical restructuring and renewal of equipment. Hence, in 
our efforts to revive heavy industry, the decisive measure that can make 
heavy industry rise again is: we must expand the market capacity of heavy 
industry, and, in turn, the decisive measure is to accelerate the steps in 
the technical restructuring and equipment renewal in the light and textile 
industries. 


We all acknowledge that the technical restructuring and renewal of equipment 
of the existing industrial and communications enterprises, principally enter- 
prises of the light and textile industries, can change the situation of the 
market capacity of heavy industry being insufficient, reverse the trend of a 
production downturn in heavy industry, and maintain a rational speed of de- 
velopment for industry as a whole. In addition, production capacity can be 
expanded and industry's production technique can be raised to a new level. 
This being the case, why is it that slow steps have been taken in technically 
restructuring the light and textile industries and renewing their equipment? 
The answer is: insufficient funds. But what was the cause for this insuf- 
ficiency in state funds? This may be ascribed to factors found in the in- 
itial distribution and redistribution of the national income and to other 
reasons as well. But the most fundamental one is the low economic results 

of the enterprises. Therefore, in order to further eliminate the hidden 
dangers to the national economy and strive fer a basic improvement in the fi- 
nancial and economic situation, we must rectify the guiding thought over 
economic work, and shift it onto the track leading to higher and better 
economic results. Moreover, we must devote more efforts to effecting economy 
in the consumption of both live Labor and materialized labor and must 
definitely make production conform to the needs of the community. Not to do 
so will render it impossible to increase the economic effect. At present, 
the situation is: the economy economic "turn" has stagnated. There is much 
waste of manpower, of material resources and of time. Some "catalyst" must 
be on hand to set the economy in motion smoothly. In my estimation, financial 
distribution and bank loans are precisely the two "catalysts'' needed. Making 
good use of them can regulate and harmonize the relations between redistri- 
bution and reproduction, bring heavy industry back to life again, and serve 








the technical restructuring of the light and textile industries and the re- 
newal of their equipment. 


Il 


In order for the "catalyst" of financial distribution to fully display this, 
we must make sure of the following: 


A problem which is well worth probing is how to handle well the relations 
between accumulation and consumption in the distribution of the national in- 
come at present. In essence, this problem involves the extenc of the appli- 
cation of the principle calling for lowering “he accumulation rate and rais- 
ing the consumption rate in the course of the «:onomic readjustment. The 
readjustment of the accumulation rate over the past 4 years was as follows: 
the rate was 36.6 percent in 1978, 34.6 percent in 1979, 32.6 percent in 
1980 and continued to fall in 1981. It should be stabilized at this level. 
The readjustment of the ratio between accumulation and consumption should in 
general be in step with the readjustment and harmonization of the relations 
between the "A' and "B" sectors of the production structure. This is meant 
to prevent the development of a new imbalance in proportionate relations in 
the course of the readjustment and an imbalance between the market share 

of the means ofproduction and that of consumer goods. 


The distribution of the national income is practiced according to the follow- 
ing layers: social finance, state finance (including local finance) and fi- 
nance of economic bodies. It is the task of social finance to stabilize the 
proportionate relations between accumulation and consumption. Over the past 
3 years, the national income has increased yearly but fiscal revenue has 
dropped yearly. In 1979, the national income increased by 7 percent but 
fiscal revenue dropped by 1.6 percent; in 1980, the national income increased 
by 6.9 percent but fiscal revenue dropped by 1.65 percent; and in 1981, the 
national income increased by 3 percent while fiscal revenue dropped by 1.93 
percent. At the same time, the proportion of fiscal revenue in the national 
income also declined yearly: from 1978 to 1981 it was 37.2 percent, 32.9 
percent, 29.9 percent, and 28.4 percent respectively. Under such circum- 
stances, we should stabilize the first distribution of the national. income. 


First, we should stabilize the peasants’ sector. Since 1579, the state has 
adopted the measures of reducing rural taxes and raising the state purchase 
prices of agricultural and sideline products. The benefits derived therefrom 
by the peasants exceeded 20 billion yuan a year (averaging 25 yuan per pea- 
sant). This was roughly equivalent to 20 percent of the fiscal revenue of 

the state a year. Actually, this large-scale increase in the income of the 
peasants has reached the limit of our national power. For this reason, the 
state purchase prices of agricultural and sideline products must be stabilized 
at the present level. The base figures for requisition and levies by purchase 
of agricultural products should be stabilized and so should be stabilized the 
extent of the purchase of agricultural and sideline products at increased 
prices or negotiated prices. In other words, the rural economic policy must 
be stabilized, the rational benefits accorded by the state to the peesants 
should be firmly protected, and there must be no swaying to and fro or 














reversal of policies. However, those irrational benefits which exceed policy 
limits should not be protected but should be reduced so as to enhance fiscal 
revenue receipts. 


Second, we should stabilize the workers' sector. With the exception of cer- 
tain departments which require readjustment or an increase in salaries and 
wages, in general the level of remuneration must be consistent with the con- 
dition of our national power and should be stabilized for a period of time. 
As for the bonuses of the personnel, they should be granted in strict ac- 
cordance with the principle of compensation for surplus work done: 1) the 
level of increase in bonus given cannot exceed the level of increase in 
labor productivity and in the profits of the enterprises; 2) rigid control 
must be kept of the percentage of profit retention and of the source of funds 
for granting bonuses; all irrational practices of granting bonuses by sundry 
Ways and means must be curbed; 3) a limit must be set on the granting of 
bonuses and the phenomenon of granting them at random or against the rules 
must be stopped. 





A summary of the experiences over the past 32 years leads us to the con- 
clusion that we must make unified planning, with due consideration to all 
concerned, in matters concerning feeding the people and construction. The 
problem of feeding the people must be better handled. To stress economic 
construction but to neglect improving the people's standard of living will 
only damage the people's enthusiasm. In the end, economic construction will 
fail to achieve its objective. However, if the standard of living is im- 
proved a little too much without regard to the limitation of the national 
power, and the economic construction funds are thus squeezed out, then in 
the end the changes of the continued improvement of the people's standard of 
living will be dampened. 


In the aspect of national finance, we must allow the "catalyst" to display 
its full role in expediting the normal operations of the national economy. 
Here, the most vital point is the continued control of capital construction 
investment. Funds must be made available for the technical restructuring and 
renewal of equipment of the enterprises, and the production capacity of the 
light and textile industries must be enlarged, so as to enhance financial 
revenue. 


The finance of the economic bodies (including finance of the enterprises and 
corporation finance of an enterprise nature) must also play the role of a 
"catalyst" to set the national economy in normal motion. As far as possible, 
the economic bodies should use their own funds, including funds for produc- 
tion development, on technical restructuring and the renewal of equipment. 
The distribution relations between the state and the enterprises must be 
correctly handled. Over the last 3 years from 1978 to 1980, the percentage 
of profit retention realized by the industrial enterprises comprised respec- 
tively the following percentages of the realized profits: 5 percent, 13 
percent and 18 percent, while conversely the portions kept by the state were 
95 percent, 87 percent and 82 percent. Thus, the percentage retained by the 
enterprises increased each year whereas the state's portion declined year 
after year. It must be pointed out that in the distribution between the 
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state and the enterprises, the practices in the right direction are: scrap- 
ping the planned distribution system on goods distribution which envisages 
"unified receipts and unified expenses,'' adopting the planned distribution 
system on commodity productim which calls for the linking together of power, 
responsibility and interests, promoting the economic responsibility system 
in its various forms, and initially forming and shaping the financial struc- 
ture of the economic bodies. They can produce gvod results and can promote 
and activate the enthusiasm for increasing receipts and effecting economy on 
the part of the enterprises and their staff and workers. However, in the 
distribution of benefits we must insist on the principle of giving due con- 
sideration to the state, the enterprises and the staff and workers, although 
the interests of the state must take the first place. At the same time, the 
contents of the economic responsibility system must be made more all- 
embracing. The enterprises should carry not only the burden of profit or 
loss but also the economic burden of fulfilling the state plar and the major 
economic and technological targets. 


Iil 


We must let bank loans fully display their role as a "catalyst," A year's 
national incowe, after passing through the various distribution channels and 
being subjected to the various distribution regulations, is eventually dis- 
tributed to the social groups and the urban and rural residents who are now 
owners of the distributed funds. Of this enormous amount of funds and re- 
ceipts, a great portion has usually been spent on the distribution of the 
national income, but a portion still reamins in temporary holding and await- 
ing disbursement. This constitutes the social funds. Part of the social 
funds is next deposited in the banks and forms part of the banks' credit and 
loan funds. Is it not then possible to utilize a suitable portion of these 
credit and lvan funds as short-term loans for the purposes of the technical 
restructuring and renewal of equipment of the light and textile industries? 
If this is at all possible, then we can harmonize the relations between re- 
distribution aid reproduction and can make bank loans display in full their 
role as a "catalyst." This is a macro economic policy regulating the entire 
economy. 


It is estimated that to completely renew, within 10 years' time, the equip- 
ment of the existing industrial and communications 2nterprises in the country, 
will require a yearly outlay of several tens of billions of capital funds. 

As we see it, spending, say only about 10 billion yuan of capital funds, on 
the technicals restructuring and renewal of equipment of the light and textile 
industries will fill to the limit the market capacity of the heavy industry 
and the heavy industrial enterprises will be full to the brim with production 
tasks. The basis for this estimate is as follows: in 1981, the reduction in 
capital construction investment was only 16 billion yuan compared with the 
preceding year. If only we could give heavy industry's markets an increased 
demand of 16 billion yuan supported by the ability to pay, then the speed of 
development of heavy industry would in the main be restored. The light 

and textile industries, replenished with some 16 billion yuan of funds for 
technical restructuring and renewal of their equipment, would be in a position 
to expand their production capacity, improve the quality of their products, 
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and effect savings in energy consumption. This would enhance the speed of 
developmeat of industry as a whole, increase the state's financial receipts, 
relieve the tense situation in the supply of consumer goods and gradually 
bring about a fairly strong state of balance between finance and credits and 
loans. In turn, currency circulation would gradually become normal again, 
commodity prices would be steadily stabilized, and the latent dangers to the 
national economy would be eliminated. In this way, a firm material foundation 
would be laid for the basic improvement of the financial and economic situ- 
ation. Thus, the raising each year of say around 10 billion yuan of social 
funds for use on the technical restructuring and renewal of equipment of the 
light and textile industries has the strategic significance of enabling the 
entire national economy to take a turn for the better. 


The social funds collected by the banks to form their credit and loan funds 
come mainly from the following sources: one portion is from the relatively 
stable and unused balances of bank accounts of enterprise units which cumu- 
latively amount to several tens of billion yuan and another portion is from 
the relatively stable savings deposits (or balances) in banks made by urban 
and rural residents. The latter can also amount to several tens of billion 
yuan. Added together, these two categories of funds are roughly equivalent 
to the gross financial funds of the country. They embrace two special 
features: one is that they constitute deposit funds awaiting utilization 
but formed after the distribution of the national income and the other is 
that they are the collected funds of the people's bank via the credit 
process. The problem that we must discuss now is: under the condition of 
the national economy not running smoothly, can bank loans display in full 
their role as a "catalyst"? In other words, can these two sources of funds, 
after being collected together in credit form, be subjected to further use 
in credit form? For what purposes can they be used and for what purposes 
can they not be used? There is also the question of whether there is any 
limit on the amount that is available for uSe. 


The principal constituent part of the deposits of social organizations or 
groups comprises the deposits of enterprises and undertaking units. Accord- 
ing to tradicional usage, they can be used only on loans to tide over tempor- 
ary usage, they can be used only on loans to tide over temporary fund short- 
ages but not as loans for investment purposes. However, let us examine the 
following two points: 


First, it is assumed that these deposits have been used as loans to industrial 
and commercial establishments for use as circulating funds and that no more 
balances are available for further loans. Still, we can look into the fol- 
lowing two possibilities: 1) Is it really true that no more deposit balances 
are still available for loans? This, however, rust depend on a concrete 
analysis of the actual amount of the circulating funds tied up in the enter- 
prises. At present, due to poor marketability, stockpiling of the products 

of many heavy industrial enterprises has tied up a large amount of circulation 
funds. This being the case, if a portion of the funds is loaned to the Light 
and textile industries for the purposes of technical restructuring and re- 
newal of equipment, then, making use of these funds, the light and textile 
industries can purchase the needed heevy industrial products. In turn, this 
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will reduce the amount of circulation funds tied up originally by the heavy 
industrial establishments and reduce their bank loans. In this way, bank 
loans can fully display their regulating role in the capacity of an economic 
lever. 2) As a rule, each year there is a sizable increase in bank de- 
posits. Why cannot the increased portion be used, in part, as credit and 
loan funds for investment purposes? 


Second, funds transferred to capital construction units are usually de- 
posited in banks for short or intermediate periods while enterprise units 
frequently keep in banks special funds of their own for various uses, such 

as those for overhauling and those for repairing work. Banks also have 
custody of other funds such as highway maintenance funds, funds made up of 
surplus charges for urban public facilities, and so forth. These funds are 
for special purposes. The construction units and enterprises handling them 
can draw on them at any time. In the interim, the temporarily unused or 
"dormant" portion kept in banks (not the usual floating funds) can be used 

to serve as source funds for the granting of credits and loans for invest- 
ments. People may perhaps accuse such a practice as "marrying one daughter 
to two persons." Personally, I do not agree with such an accusation. We 
must admit that a bank is an intriguing machine. It is intriguing in that 

it can utilize floating funds and can also use temporary or dormant funds; 

it can make use not only of funds which do not have a designated purpose but 
also of funds which do have a definitely designated purpose. As for to what 
extent these funds can be used, this will have to depend on the size of the 
stable deposit balances available and the general situation of the supply and 
demand of commodities. Ir the event that the deposit balances are relative- 
ly stable and there is no problem of the supply and demand of commodities, 
naturally an appropriate amount of the funds can be used and released as 
credits and loans for investment purposes. We should not examine an amount 
of funds in isolation, in the belief that it will be ultimately depleted. 

The actual situation is not that simple. In the course of their utilization, 
many special funds do have a balance in their deposit accounts. Naturally, 
taken in isolation, the deposit balance of a single account cannot remain for- 
ever stable, since up to a certain period, it may be depleted. However, in 
the course of their use, a group of accounts generate a relatively stable 
aggregate balance. This aggregate balance is made up of many alternate 
balances. That is to say, when one balance is depleted, another account 
will generate a balance, more or less to fill its place. Precisely because 
of this, although these balances are not idle or floating funds, they still 
can be grouped together by the banks to provide a source for the appropriate 
granting of loans for investment. During their deposit period, the funds of 
the accounts are mixed together and are available for various uses, but 
eventually each account will be properly adjusted and restored in good order. 
Hence, if such handling work is done properly, the designated purposes of 

the special funds will not be impaired and the accusation of "marrying one 
daughter to two persons" cannot be maintained. 


The contention that banks should not use temporary or dormant funds to grant 
loans for investment purposes overlooks this inherent attribute to the 
intriguing nature of banks. The payment and receipt of interest charges by 
banks constitute a part of the distribution of the national income. But 
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granting bank loans is not a part of the distribution of the national income 
nor can it effect any change in the distribution of the national income. 
What the banks do is to collect together and handle in credit form the funds 
which come from the distribution of the national income and which, in tle 
utilization process, are deposited in the banks temporarily awaiting final 
utilization. This special function of the banks of collecting together in 
credit form funds of the community plays no part in the distribution of the 
national income, except when in handling interest charges and can in no way 
affect the distribution of the national income. Naturally, it cannot alter 
the originally designated purpose of the deposit funds. What actually hap- 
pens is that before the funds are put to end use they are being temporarily 
deployed for other (loan) purposes. It must be remembered that in engaging 
in this banking business of deposits and loans, banks have the obligation of 
ensuring that the depositors can freely withdraw their funds at any time and 
that the funds deposited may be used for the originally designated purpose. 
This constitutes a trust in socialist banking. 


Can a portion of the fixed savings deposits of residents be used as funds 
for credits and loans for investments? One view holds that a portion of 
them can be so used since at present the savings deposits of residents have 
grown rather rapidly and their gross amount has become very large. Another 
view contends that this should not be allowed, that the current savings 
deposits of residents cannot be so used, nor can their fixed savings de- 
posits, The reason is that viewed from the community's standpoint, the 
present growth in the savings deposits of the residents is principally due 
to a gap between the purchasing power of the society and the available volume 
of supply of commodities. In other words, these fixed savings deposits do 
not have any backing in the form of material resources. Making use of them 
as loan funds is Liable to bringing about credit inflation and currency in- 
flation. 


Is this contention correct? I believe that it is unscientific, for the fol- 
lowing two reasons: 


First, we must realize that inside our country there are two basic production 
departments as a result of which these are two types of commodities, two kinds 
of markets, and two categories of purchasing power (two types of demands 
backed by the ability to pay). At present, the shortage in the supply of 
consumer goods has brought about the situation of the social purchasing power 
exceeding the available volume of supply of consumer goods. Here we are re- 
ferring to the production department of the means of living, commodities that 
are means of consumption, the market of the means of consumption, and the de- 
mand, supported by the ability to pay, for means of consumption. Hence, to 
Say that savings deposits have no material backing means that they do not 
have the backing of consumer products and not that they do not have the back- 
ing of the means of production. 


Some people may bring up the following question: we ran into a fiscal 
deficit. Hence, there existed a gap in the distribution of the national in- 
come, while value distribution and the gross social product were out of joint 
with each other. There are two ways of analyzing such a statement. On the 
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one hand, a great portion of the fiscal deficits was met by overdratts from 
the banks and a portion was met by the issue of more banknotes. If the ad- 
ditional volume of currency flotation surpasses the actual volume of currency 
required for circulation, a rise in commodity prices will ensue. In turn, 
the rise in commodity prices increases the volume of demand for currency in 
circulation so as to balance the volume of currency issued with the volume 

of demand for currency in circulation. On the other hand, assuming that we 
can effectively control a portion of the commodity prices, prevent the rise 
in commodity prices and as a result allow an imbalance to exist between an 
excessive volume of currency in circulation and the actual volume of cur- 
rency needed for circulation. It still cannot be said that only the funds 
comprising the residents’ savings have no material guarantee while other 
funds do have such a material guarantee. In other words, if the savings 
deposits of the residents have no material guarantee, why then can they be 
used as funds for loans of a turnover nature? Could it be that funds for 
loans of a turnover nature need no material guarantee? If indeed they lack 
a material guarantee, then is it not true that the loans of a turnover nature 
and those of an investment nature could both widen the gap of disproportion 
in the supply and demand of commodity resources? Obviously the contention is 
self-contradictory and there is no scientific basis for the conclusion derived 
from it that the use of the savings deposits of residents on credits and loans 
for investment purposes can bring about credit inflation and currency in- 
flation. 


In reality, the savings deposits of residents to have a material guarantee, 
That is because in the initial distribution of the national income, an 
allocation has been so made from the gross social product. At present, 

in view of the situation of the available volume of supply of consumer 
products in our country being smaller than the social purchasing power, it is 
believed that this portion of the savings deposits of the residents should 
not be placed on the consumer products market, so as to avoid intensifying 
the tense state in the supply and demand of consumer products. This view ap- 
pears to be correct. Nevertheless, it is still not all-embra-ing enough. We 
should also realize that at present in our heavy industrial departments, many 
enterprise units do not have sufficient production tasks, that the capacity 
of their markets is far too small, and that the volume of demand backed by 
the ability to pay is clearly not large enough. Now, in view of the dispar- 
ity in the market capacities of he two departments, there is nothing wrong 
if by means of this economic leve' of bank credits and loans, we make use of 
a portion of the fixed savings de; sits of the residents and release them in 
the form of short-term loans to the light and textile industries, so that the 
latter may in turn approach the marke, handling the means of production and 
thus provide certain heavy industrial plants with more production tasks. 
Moreover, by means of the loans releasee to them, the light and textile in- 
dustries can acquire the means of produ _jion in the form of commodities pro- 
duced by the heavy industrial plants arlw can shortly increase the commodity 
output of their industries. This will epance their profit remittance to the 
state and narrow the gap between social purchasing power and the available 
volume of supply of commodities. At the same time, this will help the re- 
vival of certain heavy industrial plants and in turn enhance their profit 
remittances to the state. In short, this is beneficial to easing the tense 
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market situation in the supply and demand of goods and is also beneficial to 
the enhancoment of the financial revenue of the atate, Why elywarhl we tenes 
such profitable work undone? When studying the problem ot credit and invest- 
ment, certain comrades are inclined to look at only one side comlrising the 
consumption of social products and fail to see the other side that within a 
short time products can be turned out for society. Some people are inclined 
to label the situation as "the bank giving a party but finande footing the 
bill." In reality it should be said that the bank gives a party, production 
pays the bill and finance is truly the beneficiary. Only in the event of 
loans for investments failing to achieve the objective can it be said that 
the "bank gives a party and finance foots the bill." We should not slander 
the whole just because one part incurs one or two individual losses. 


Will credits and loans for investment purposes lead to credit inflation? 
Experience has shown that if credits and loans for investment purposes are 
devoid of planned control and lack overall balance, if the feasibility and 
possible economic effect of the investment projects have not been examined 
and if the majority of the credit and loan investment projects cannot be 

put into operation, or, if put into operation, can yield nothing to repay 

the loans, then it will truly lead to the tragic road of credit inflation 
and currency inflation. Such a situation did develop during the 3 years of 
the "great leap forward."' At that time, no thought was given at all to such 
factors as the source of the loan funds, the requisite security offered by 
the backing of material resources, the economic effect of the projects, and 
the ability to repay the loans. At that time, certain slogans were rampant, 
to the effect that loans funds were "open to all" and that they would be 
available "for any amount" or "at any time.'’ Moreover, the loans were mostly 
used on expanding reproduction by extension, comprising capital construction 
investments and not on expanding reproduction by intension, embracing the 
technical restructuring and renewal of equipment of the Light and textile in- 
dustries. This situation was tied up with the prevailing grave situation at 
that time of the national finance showing a “book balance" but actually in- 
volving a huge deficit. This brought about the serious eventual effect of 
financial deficits, credit inflation and currency inflation. Indeed, we paid 
a high price for the learning of these painful experiences. We should keep 
them in mind and never forget them! 


Under the present condition of financial difficulties in our country, it is 
possible for the emergency of a rash trend to borrow funds from the banks for 
investment purposes, But once bank credits and loans display an untoward 
balance and loans have exceeded the limit of practicality, credit inflation 
may ensure which, in essence, is the same as a fiscal deficit. We should not 
regard this lightly. It is also another experience for which we have paid an 
abnormal price. However, we should not stop eating for fear of choking, or 
be discouraged from releasing any more loans for investments hereafter. 


Rather, we should actively probe into the measures of preventing credit in- 
flation. 


There are two measures in this connection. One measure is to strengthen plan- 
ned control: 1) Planned control of the microscopic type. This includes the 
following: controlling the equilibrium in the credit and loan receipts and 
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payments to the people's bank in the localities, first of all stressing 

the importance of loans for “turnover” purposes and following up with loans 
for investments if there is still surplus capacity; rigidly examining the 
feasibility of investment projects, including the availability of the major 
materials and the source of the projected equipment; rigidly studying the 
possible economic effect of the investment projects and their ability to 
repay the loans on schedule. 2) Planned control of the macroscopic type. 
This involves the determination of the yearly gross figure of investments 
from credits and loans for the whole country, based on an overall assessment 
and balancing of various factors such as tinance, credits and loans, foreign 
exchange and material resources. This gross figure will be subdivided by 
grades into parts for the basic-level banks. Provincial banks are empowered 
to readjust the loan investment limits of their suboffices while the bank's 
head office has the power of readjusting the limits of its provincial 
branches. However, except with prior approval, the loan investment limits 
should never be violated. 


The other measure is to reform the banking structure. This calls for the 
separation of the banks into two categories, one handling currency issue and 
the other handling credits and loans and the relevant business accounting 
matters. The central bank exercises the function of issuing banknotes, 
supervising the credit and loan activities of the specialized banks, and 
keeping them from releasing loans to the point of credit inflation. The 
power of issuing banknotes belongs to the state and the ministry of finance 
is in charge. In this way, we can stifle the chances of credit and loan banks 
fueling credit inflation and currency inflation. Under such circumstances, 
the banks can release loans for turnover uses and also conditionally grant 
loans for investment purposes. 


Still another view holds that banks should take over part of the function of 
financial distribution. That is to say, banks should take charge of granting 
ioans for the country's capital construction investments. In my opinion, 
interest payments and receipts of banks belong to the category of the dis- 
tribution of the national income. The loan activities of banks belong to the 
realm of credit and not to the scope of the distribution of the national in- 
come. The loan activities of banks comprise the collection and use, through 
the credit form, of the various kinds of funds and receipts formed following 
the distribution of the national income. Bank loans and financial distribu- 
tion are entirely different in nature. Some people say: the loan activities 
of banks do not constitute the distribution of the national income but, 
rather, the distribution of products. I believe that this view is subject to 
further study. At present, in our country there exist the two systems of 
commodity production and commodity exchange but there is no such system as 
the direct distribution of designated products. In our country, to whom a 
product is distributed goes through first the distribution of the national 
income and is not realized until having passed through the redistribution 
process of national finance. As for the unit or individual that these funds 
or receipts are distributed to, they use these funds or receipts to purchase 
commodities. This represents an exchange process and not a distribution 
process, It belongs to the scope of commodity exchange and not to the sphere 
of distribution of the national income. Naturally, if the state decides to 
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allow the banks to exercise the function of distribution it can also be con- 
sidered. But in so doing, the inherent intriguing feature of banks is re- 
futed and this refutation is indeed very regretful. In my opinion, this 
intriguing banking institution plays a special role in enlivening the use of 
funds, raising their utilization rate and enlivening the national economy. 
This role cannot be taken over by the distribution departments. I submit 
that the banks should bring into full play their function of handling loans 


and I do not agree with the suggested replacement of the loan function of 
banks by the function of financial distribution, 
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FINANCE AND BANKING 


BRIEFS 


FRENCH BANK DELEGAT ION--Beijing, 16 Jun (XINHUA)--Zhang Jingfu, Chinese state 
councillor and minister in charge of the State Economic Commission, met with 
a delegation from the National Agricultural Credit Bank of France led by its 
general director Jacques Bonnot at the Great Hall of the People here today. 

In a friendly conversation, Zhang Jingfu expressed appreciation of the talks 
between the delegation and leading members of the Agricultura: Bank of 

China on strengthening cooperation and exchanging business knowhow and 
experience between the two banks. Present were Han Lei, president of the 
Agricultural Bank of China, and Claude Martin, charge d'affaires ad interim 

of the French Embassy in Beijing. The French visitors arrived here on June 13 
at the invitation of the Agricultural Bank of China. They are leaving 
tomorrow for Shanghai and Hangzhou before going home. [Text] [0W160958 Beijing 
XINHUA in English 0939 GMT 16 Jun 82] 


cso: 4020/141 
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MINERAL RESOURCES 


BRIEFS 


JILIN GOLD PRODUCTION--The Hunchun Gold Mine directly under the Jilin 
Provincial Metallurgical Industrial Bureau overfulfilled the semiannual 

gold production target a month ahead of time. By the end of May, the amount 
of gold production was 3,971 liang. The total amount of profit showed an 
increase of 36.1 percent over that of the corresponding 1981 period. Per 
liang cost registered a 16.7 percent decrease. [SK230618 Changchun Jilin 
Provincial Service in Mandarin 2200 GMT 22 Jun 82 SK] 


CSO: 4006/496 
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INDUSTRY 


BRIEFS 


HEILONGJIANG PETROCHEMICAL INDUSTRY--Heilongjiang Province's petrochemical 
industrial front overfulfilled the semiannual plan on 13 June. According to 
Statistics, the front increased output value by 11.2 percent over the cor- 
responding 1981 period; profits, 32 percent; and income, 25 percent. In 
addition, 29 varieties of overstocked products have enjoyed better markets, 
resulting in a 17 percent reduction of overstocked products. Late this year, 
petrochemical industrial enterprises will increase by 20 to 60 percent the 
production of paint, handcart tires, rubber overshoes and phosphate fertilizer 
to meet the needs in producing light and textile products, agricultural 


products and daily consumer goods. [Text] [SK240938 Harbin Heilongjiang 
Provincial Service in Mandarin 2200 GMI 23 Jun 82 SK] 


CSO: 4013/117 


21 











CONSTRUCTION 


NANSHAN DEVELOPMENT COMPANY SET UP IN SHENZHEN 
OW151310 Beijing XINHUA in English 1225 GMT 15 Jun 82 


[Text] Shenzhen, June 15 (XINHUA)--The China Nanshan Development Company Ltd. 
was inaugurated here yesterday to undertake construction of Chiwan harbor and 

develop six square kilometers of land on the Nanshan Peninsula in the Shenzhen 
special economic zone, Guangdong Province. 


The new company will operate under the supervision and leadership of the 
Guangdong Provincial People's Government and Shenzhen city government. It was 
set up jointly by the China Merchants Steam Navigation Co., Ltd. in Hong Kong, 
the Shenzhen Special Economic Zone Development Company, the South China Sea Oil 
Field Dongbu Company, the China Development CCE Co (H.K.) Ltd, the China 
Resources Company in Hong Kong and the Clifford Wong Investment Company Limited. 


As provided by its bylaws, the company will aim to complete Chiwan harbor 
construction as soon as possible and construct infrastructure projects for 
development of land on the peninsula, transform the wasteland into construction 
sites, meeting the needs of a rear supply base for exploration and development 

of the Pearl River estuary oil field and creating conditions for opening shipping 
routes between the Shenzhen zone and domestic and foreign ports. The company 
will also set up enterprises and institutes serving the oil field and shipping 
industry. 


Upon completion of the infrastructure projects for land development, it will 
supply Chinese and foreign oil companies with land for building factories arid 
public utilities. It will collect land use fees to recover its investment. 


The first stage of the Chiwan harbor's construction will include two 5,000-ton- 
class wharves, plus roads, water, electricity and telecommunications facilities. 
The company plans to complete a 10,000-ton-class berth in the first half of 

1983 and a 5,000-ton-class oil wharf in the second half. 


CSO: 4020/141 
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CONSTRUCTION 


BRIEFS 


NATIONAL CONSTRUCTION ENGINEERING CORPORATION--Beijing, 20 Jun (XINHUA)--China 
has established a national construction engineering corporation to survey, 
design and construct industrial and other building projects at home and 

abroad. The China Construction Engineering Corporation will conclude contracts 
for construction projects abroad or provide labor services for other countries. 
It will also handle construction projects abroad with Chinese economic aid 
under arrangements with the Ministry of Foreign Economic Relations and Trade. 
The corporation is under the new Ministry of Urban and Rural Construction and 
Environmental Protection. The corporation was formed by combining six engineer- 
ing bureaus directly under the former general administration of building 
construction, four surveying and designing institutes and other units. [Text] 
[Beijing XINHUA in English 1233 GMT 20 Jun 82 OW] 


GANSU CAPITAL CONSTRUCT ION--Gansu Province's capital construction investments 
for this year total 699.93 million yuan. Some 308 million yuan is locally 
raised. A total of 209 capital construction projects are to be continued 
this year; 59 of them will be completed and go into operation by the end of 
this year. [SK211117 Lanzhou Gansu Provincial Service in Mandarin 

1125 GMT 20 Jun 82 SK] 


CSO: 4006/496 
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DOMESTIC TRADE 


SURVEY SHOWS PRODUCT SHORTAGES IN LIAONING CITY 

HKO90156 Beijing CHINA DAILY in English 9 Jun 82 p 1 

[Text] In Shenyang, Liaoning Province, 10 per cent of retail goods are out of 
stock in department stores, according to a survey published in BCONOMIC 
INFORMATION. 

The survey showed that 453 kinds of consumer goods were out of stock in 18 large 
and medium-sized department stores in the city. Among them were 176 kinds 

or 39.9 per cent of knitted and textile products. 

For instance, woolen blankets had been unavailable for quite a few years, and 
cotton ones for two years. Other goods out of stock were mostly small 
articles of daily use. 

Reasons for shortages according to the department stores were: 


--factories did not want to manufacture goods which bring in low profits. 


--stores did not restock some goods sold at reduced prices for fear of 
losing money. 


--wholesale departments put show-selling goods with those in high demand and 
refused to break up big packs. In both cases, retailers would not buy for fear 
of overstocking. This led to the unavailability of goods such as sheets, 
pillow covers and chiidren's blankets. 


For example, one pack might contain 500 sewing machine belts or 300 finger nail 
clippers, while a retail shop could only sell several dozens of these items. 


Shops would not sell goods which brought in little profit, so small articles 
such as plastic buttons were hard to find. 


The Ministry of Commerce said the same problem existed throughout China, and 
it was about time the departments concerned did something about it. 


CsO: 4020/141 
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DOMESTIC TRADE 


BRIEFS 


GUANGDONG ECONOMIC COOPERATION ~-Comrade Liu Tianfu made a speech at a forum 
convened by the provincial government on 11 Jume on economic and technical 
cooperation. Speaking on the principles to be observed in launching economic 
and technical cooperation, he pointed out: it is essential to abide by two 
principles in promoting cooperation. First, materials, raw materials and 
products brought in through cooperation can only be used in production and in 
meeting the province's market needs. They may not be resold at profit or 
exported. Secondly, the materials allotted from one party to another for 
cooperation purposes must be surplus to requirements for fulfilling the state 
plans. They must also be subject to local market controls and may not be 
rush-transferred to others at increased prices. In future the scope of 
cooperation must be further expanded. Comrade Liu Tianfu pointed out: It 

is necessary to exercise unified leadership and controls at each level in 
cooperation work. We must both strengthen unified leadership and control, 

to ensure the healthy development of cooperation, and also bring into play 
the initiative of all levels and departments in the province, prefectures 

and municipalities and solve by cooperation local production problems that 
need to be solved. [Excerpts] [HK140343 Guangzhou Guangdong Provincial 
Service in Mandarin 1000 GMT 13 Jun 82] 


CSO: 4006/496 
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FOREIGN TRADE 


"NANFANG RIBAO' REPORTS LIU TIANFU 17 JUNE SPEECH 
HK190806 Guangzhou NANFANG RIBAO in Chinese 18 Jun 82 p 1 


[Report: "Continue To Make Efforts To Make a New Breakthrough in External 
Economic Work"] 


[Text] Governor Liu Tianfu stressed yesterday at a forum on Guangdong provincial 
external economic work, we must unswervingly implement the policy of opening 

up to the outside world and enlivening the domestic economy, continue to work 
hard and make a new breakthrough in external economic work. 


Comrade Liu Tianfu said: External economic work is an issue with a bearing 
on the overall situation and related to the country's four modernizations 
drive. We must promote external economic activities in order to build a 
modern country with highly-developed material and spiritual civilization. 
After recalling historical experiences at home and abroad he pointed out, in 
the world today, no country can develop its economy in isolation behind 
closed doors. Due to the closed door policy pursued by the "gang of four," 
China's economy lags very far behind world economic, scientific and technical 
standards. The CCP Central Committee pointed out not long ago that in our 
socialist modernization we must make use of two kinds of resources--domestic 
and foreign--open up two markets--domestic and international--and learn two 
abilities--how to organize domestic construction and how to develop external 
economic relations. We must work in concert to take big strides and make a 
new breakthrough. 


Comrade Liu Tianfu said, developing external economic relations is for the 
purpose of strengthening our ability to rely on our own efforts. By correctly 
importing advanced foreign technology and management experience and the 
necessary capital, we can improve more rapidly the standards of science, 
technology and management of our country's people, bring into better play the 
people's wisdom and strength, and develop the social productive force. Far 
from this being in contradiction with self-reliance, it actually gives us 
redoubled might in socialist construction. Our cadres must be matured and 
steeled in external economic exchanges, and learn and master true skills. 
Without exchanges, contacts, testing and steeling, they cannot increase their 
talent and cannot have immunity. 
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Comrade Liu Tianfu pointed out the problems in the proavinee'a tmplementat fon 
et the policy of opening up the world in the past 2 years. He said, during 
these 2 years, our stress on the policy of opening up to the world has been 
correct. Hcwever, we have not attached enough importance to controls or put 
sufficient stress on planning. As a result trends of economic liberalization 
have appeared. In particular, instead of laying emphasis on importing equip- 
ment and technology for improving the old enterprises and developing social 
productive force, we have imported high-grade consumer goods, thus damaging 
our home industries. This is a very great error. However, we must certainly 
not give up eating for fear of choking on account of this and negate the 
policy of opening up to the world. We must affirm that we have scored great 
success in external economic work. The policy of opening up to the world 

is also correct. We must not waver on this point. 





Speaking on the province's foreign trade, Comrade Liu Tianfu said, we must 
work hard to develop production and achieve great improvements in product 
quality and variety and the production and technological levels of the whole 
of industry, so as to reach new standards and make a new breakthrough in the 
international market. In exports, we must change from stressing traditional 
agricultural and sideline products to focusing on industrial and mineral 
products, and from stressing the Hong Kong and Macao market to focusing on 

the international market; we must have a number of quite competitive prominent 
products on the international market and place ourselves in an invincible 
position. Moreover, we must ensure that production costs are low and foreign 
exchange value high for our exported industrial products, and avoid making a 
loss, or only a small loss. However, all this requires a process, and it is 
not at all easy. The most fundamental problem is that of industrial produc- 
tion and technological levels. Unless this problem is solved, it will be 
difficult to make a breakthrough in the export trade. It will be difficult 
for us to succeed in this in the near future, and so we need to take steps 

to strive to export more. We should export more industrial, agricultural and 
sideline products whose foreign exchange value is high, and analyze one by one 
those commodities on which a loss is made. We should not simply treat all 
cases the same way regardless of the circumstances, but adopt truth-seeking 
measures to solve the problems. We must fix our eyes on production, and since 
production affects economic activities as a whole, we must be prudent in 
handling it. 


Comrade Liu Tianfu said, Guangdong has done well in recent years in processing 
imported raw materials, turning out products according to imported patterns, 

and assembling imported parts, all for foreign customers, in compensation trade, 
and in drawing in foreign investment. So long as the policies are stable and 
our work is good, it is certain that we can continue to develop these things. 

Of course, we must do our work well. We must not have everyone deciding on 

the policies themselves. We must simplify procedures, improve efficiency and 
strengthen management. 


Comrade Liu Tianfu said in conclusion, comrades engaged in external economic 
work must brace their revolutionary spirit, work hard and overcome difficulties. 
The party committees and government at all levels must also be concerned for 
and support external economic work and help to solve problems in the work. 


CSO: 4006/496 


27 








FOREIGN TRADE 


DISCUSSION ON SPECIAL ZONES SPIRITUAL WORK 
HKO 20817 Guangzhou YANGCHENG WANBAO in Chinese 26 May 82 p 2 


"Exploring the Special Zones" column by Li Yanshi [2621 6056 1395]: "The 
Special Economic Zones Must Strive To Build Socialist Spiritual Civilization"] 


[Text] Is it possible to do a good job in building socialist spiritual 
civilization in the special economic zones? This depends on our confidence. 
Since this is a question which concerns the development of the special economic 
zones, it must first be made clear. 

Man's social being determines his consciousness. As a result of more frequent 
contacts with the outside world, the special economic zones are more seriously 
influenced by capitalist ideology and culture. At the same time, the importa- 
tion of foreign capital and the emergence of some joint ventures or foreign-run 
enterprises have also brought about changes in the economic structure and 
systems in the special economic zones as well as in the interrelationship 
between man and man in production. All this has made the building of socialist 
spiritual civilization more difficult. The changes in the people's material 
relationship inevitably result in changes in social ideology. Thus, the 
influence of capitalist ideology and the bourgeois way of life has been expanded 
and thishas provided more negative factors in the building of spiritual 
civilization. We must fully appraise this situation and be ready to carry 

out a long-term struggle, in the ideological and other spheres, against bourgeois 
corruption. 


On the other hand, we must understand that the existence of the special economic 
zones is necessary. Although various economic systems and ways of management 
are being practiced in these special zones, they are still socialist special 
economic zones. They were established for promoting the development of our 
socialist cause through importing foreign capital and advanced technology. 
Therefore, the rapid development of the special economic zones will certainly 
arouse people's enthusiasm in building the socialist motherland, boost their 
revolutionary spirits and strengthen their confidence in the construction of 

the four modernizations. The importation of advanced technology and scientific 
methods of management will also promote the reform of our economic system and 


* 


28 








help us get rid of our habitually sluggish mood and bureaucratism which were 
shaped under the system of "eating out of a big pot" and the “iron rice bowl." 
Besides, the rapid development of the special economic zones will provide 

a solid material basis for the development of science, education, public 
health and culture. Of course, what is more important is that, in the realm 
of the superstructure, we have a political force of the people's democratic 
dictatorship under the guidance of Marxism-Leninism-Mao Zedong Thought. So, 
there is no grounds for us to doubt the possibility of building a high-degree 
of spiritual civilization in the special economic zones or to take a 
pessimistic view toward their development and good prospects. 


It is almost 3 years since we established the special economic zones, and it 

is now necessary for us to sum up our experience. As far as the building 

of socialist spiritual civilization is concerned, it is important to resolutely 
overcome the weakness and laxity on the ideological front and be fully 
confident of success. At present, it is especially important to do a good 

job in the folbowing aspects. 


First, carrying out education through comparing two different societies and 
systems. 


A key problem which must be solved in the building of socialist spiritual 
civilization in the special economic zones is how to foster the socialist 
and communist ideal and mobilize the whole people to march forward toward a 
common goal. The production level and the level of material life in the 
special economic zones are still very low in comparison with their neighbors, 
Hong Kong and Macao, and the essence of the two social systems is usually 
covered up by concrete phenomena. It has thus become difficult for us to 
teli which is better and to carry out socialist education. However, if we 
do not evade problems and make concrete analyses, we are sure to draw a 
‘convincing conclusion, 


For example, how should we view the fact that higher wages are being paid 

by foreign firms to our workers and why should the state and the enterprises 
deduct a sum from the total amount of these wages? Some staff members and 
workers still have confused ideas on these questions. We must, therefore, 
educate them on these problems. We .:8t make the broad masses in the 

special economic zones understand that the low wage system is practiced in 
our country with enormous state subsidies for basic daily necessities. It 

is natural that when making use of the cheap labor in our country, the 
foreign firms pay comparatively higher wages to our workers. It is also 
necessary and reasonable for us to use a small part of these wages to improve 
our public welfare services. While receiving better pay, the workers who 
have been assigned to work in the foreign firms are able to enjoy the same 
social welfare facilities, such as education, culture, public health and 

so forth and buy the same low-priced daily goods as other people do. We 
should say that this is just an expression of the superiority of our socialist 
system. 
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For another example, on the question of whether the rapid development of the 
special economic zones is a result of capitalist factors or evidence showing 
the superiority of socialism, it is necessary to guide the masses to judge 
this in accordance with the most fundamental nature of our special economic 
zones. Socialism is not the purest social system and is not rigid. The 

fact that we have achieved successes in the special zones in using foreign 
capital and importing advanced technology to serve our socialist modernization 
drive is, by no means, a success of capitalism. Rather, it shows that under 
the socialist system, all positive factors can be brought into play, and that 
socialism has great vitality in the course of striving for its goal. This 
fact will help the masses firmly establish their confidence in the victory 
of socialism and make them love our great socialist motherland more deeply. 
It will also help them strengthen their sense of glory, sense of responsi- 
bility and sense of national pride and inspire them to conscientiously 
safeguard national dignity and moral integrity. 


Second, carrying out education in how to regard labor as an honor and how 
to get rich through labor. 


An important task in the building of the socialist spiritual civilization in 
the special economic zones is to resist the influence of the bourgeois way 

of life and overcome the ideology of money being everything. Due to the 
corrosive influence of bourgeois ideology, many people in the special economic 
zones are trying to seek as much money as possible and seeking ease and 
comfort by various means. However, if we carry out persistent educ.ution for 
them to help them establish a correct attitude toward labor and draw a clear 
distinction between right and wrong, it is still possible to gradually correct 
these unhealthy practices. 


The essence of the bourgeois way of life is profiting by other people's toil, 
that is, leading a luxurious and extravagant life by exploiting other people's 
labor. We oppose the bourgeois way of life. This does not mean that we 
oppose the improvement of the people's material and cultural life or oppose 
people using high-grade consumer goods. We only oppose the seeking of 
excessive material enjoyment which is beyond one's earn!ng ability and is 
higher than the social production level. 


Just as time is needed to gradually develop our production, time is also 
needed to increase the personal income of the workers in the special economic 
zones. At present, however, some foreign-made high-grade consumer goods are 
on sale in the special economic zones. They become attractive to some young 
people who do not take a correct attitude toward this. They are seeking 
excessive pleasure and enjoyment despite their low wages. As a result, some 
of them have tried to get money through improper means and committed crimes. 
Therefore, it is necessary to strengthen our education in how to regard labor 
as an honor and how to get rich through labor, so that the people's desire 
for improving the standard of living can be changed into a motive force in 
production, so that the interests of the state, the collective and individuals 
can be unified and so that people will become better-off by adhering to the 
socialist orientation. 
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Third, carrying out education in party spirit, pirty discipline and the 
party's work style. 


The key to the building of socialist spiritual civilization in the special 
economic zones lies in whether our cadres can keep to the fine qualities of 
communists in the process of importing foreign capital and cooperating with 
foreign firms. As the cadres in the special economic zones have come from 
various parts of the country, it is unavoidable that the motives of a small 
number of them are not pure. But most of them are good and are willing to 
devote themselves to the construction of the special economic zones. We 
must encourage them to do a good job and give them a free hand in their work. 
Practice shows that if we often discuss and analyze the complicated situation 
in the special economic zones with the cadres and make them aware of the 
glorious tasks history has placed on the shoulders of communists, most 
comrades can keep a clear head and will never be influenced by corrosive 
bourgeois ideology. 


It is necessary for party organizations at various levels to play their role 

as a powerful fighting force in the special economic zones. It is incorrect 

to think that since the party organizations do not lead production in the 
joint-venture or privately-owned enterprises, they are not important in these 
enterprises. On the contrary, in order to implement the party's policies 

and principles and carry out ideological and political work, the tasks for 

the grassroots party organizations in these enterprises are more arduous. 

The anticorruption struggle and the building of socialist spiritual civilization 
in the special economic zones can only be successful when these are led by the 
party organizatiuns at various levels. 


The communist social and ideological systems are the most progressive, most 
revolutionary and most scientific systems in human history. We are convinced 
that the communists, who take communism as their goal, will certainly achieve 
successes in the building of socialist spiritual civilization in the special 
economic zones. 


CSO: 4006/496 
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FOREIGN TRADE 


SHANGHAI TOPS STATE CARGO-HANDLING QUOTA 

OW120138 Beijing XINHUA in English 0122 GMT 12 Jun 82 

[Text] Shanghai, 12 Jun (XINHUA)--The port of Shanghai handled 7.65 million 
tons of cargo in May, exceeding the state quota by 19.5 percent and hitting 
an all-time high, according to the Shanghai Port Administration. 


The port, China's largest, topped state cargo handling quotas in each of the 
first five months of this year, the administration reported. 


From January to May, Shanghai port handled 36.32 million tons of cargo, 
4.3 percent over the same 1981 period. 


In the first five months of 1982, the average docking time of vessels at the 
port was 1.9 days, 26 percent less than in the corresponding period of 1981. 


At present, no ships have to wait at the port, according to the administration. 


Avout 50 ships carrying foreign trade cargo dock every day at the port. 
The cargo damage rate in May was 80 percent less than the same month of 1981, 
the administration said. 


The Shanghai Port Administration attributed the improvement to good planning 
and effective cooperation between the departments of foreign trade, commerce 
and communications. 


Shanghai port has trade relations with 120 countries and regions and handles 
20 percent of the country's total foreign trade cargo. Cargo transshipped 
at Shanghai port to other parts of the country accounts for 50 percent of 
the port's cargo. 


In 1981, Sharghai port handled 83 million tons of cargo, 43 times that of 1949. 


CSO: 4020/141 
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FOREIGN TRADE 


EEC SUSPENDS STEEL TRADE WITH UNITED STATES 
OW121818 Beijing XINHUA in English 1601 GMT 12 Jun 82 


[Text] Brussels, June 11 (XINHUA)--The European Economic Comuaunity (EEC) 
has suspended its talks with the United States on steel trade, EEC Executive 
Commission vice-president Etienne Davignon announced here today. 


He expressed his dissatisfaction over a U.S. decision to impose duties on 
European Community steel exports to the United States, saying "This is a 
position we could not accept." 


He said, "This is not a trifle. It affects EEC's steel policy." 


The dispute between EEC and the United States over steel trade has been around 
for some time. Last January some U.S. steel companies filed suits accusing 
EEC steelmakers of dumping subsidized steel on the American market. But 

then, the U.S. Commerce Department did not give an immediate ruling. Since 
then, several rounds of talks between EEC and the United States had been held 
but no agreement had been reached, 


In the latest talks, the United States demanded EEC reduce its steel exports 
to 4.3 percent of U.S. home consumption-~-about 4.5 million tons each year. 
EEC rejected the proposal, and the talks failed last night. They followed 
the U.S. Commerce Department ruling to impose anti-dumping duties on EEC 
steel exports. 


Davignon said, "There is no reason for imposing the anti-dumping duties. The 
Americans are too harsh." Community subsidies do not give European steel- 
makers an unfair advantage and conform to the rules set down by the General 
Agreement on Tariff and Trade (GATT) rules, he added. 


CSO: 4020/141 
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FOREIGN TRADE 


BRIEFS 


LIAONING PORT SHIPPING--Shenyang, 21 Jun (XINHUA)--Dalian, the biggest foreign 
trade port in Northeast China, has this year opened four new international 
container shipping routes, according to port authorities. The routes link 
Dalian with West Germany, Norway, Britain and the United States of America. 
The number of foreign ships calling at the port during this period was 

10 percent larger than the same period in 1981, but the length of stay 

in the port was reduced from 8.5 days to 5.9 days, port authorities said. 
Export goods arriving at the port have also increased, while a minimal 
amount of such goods remained in the yards waiting for shipment. The Dalian 
port handles cargo to and from 130 countries and regions and nearly 

2,000 foreign vessels call at the port annually. (0W221329 Beijing XINHUA 

in English 1202 GMT 21 Jun 82 OW] 


INDUSTRIAL DISTRICT FOREIGN PARTICIPATION--Guangcou, 21 May (XINHUA)--Built 
on what was a large tract of sandy waste less than 3 years ago, Shekou 
industrial district in the Shenzhen special economic zone in south China 

has already begun to bring profit, according to municipal authorities. 
Companies from Hong Kong and from Switzerland, Denmark, the United States 
and other countries have invested in the development of the industrial 
district. The 24 projects undertaken there include 18 industrial projects, 
3 commercial enterprises, 2 housing estates and 1 transportation project. 

Of these, 12 are joint ventures using Chinese and foreign investment, and 
the rest are either undertaken by foreign firms themselves or in cooperation 
with Chinese enterprises. Of these, an oxygen making factory, a paint 
factory, a tourist boat manufacturing plant and a stone quarrying yard have 
gone into production, and a number of hotels, restaurants and other services 
have been put into operation. The other projects are scheduled for completion 
before the end of next year. The Shekou industrial district is earning 

40 million Hong Kong dollars this year, authorities said. [OW250157 Beijing 
XINHUA in English 0750 GMT 21 May 82 OW] 
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GUANGDONG MUNICIPALITY FOREIGN TRADE--Shantou Municipality has taken measures 
t> further enliven foreign trade. The total value of goods procured by the 
municipality from January to April this year for the purpose of export reached 
some 41 million yuan, 13 percent more than in the corresponding period last 
year. Since the beginning of this year, the municipality has done well in 
exporting traditional products and developing light industrial and textile 
products and articles of handicraft art. The municipality has also actively 
developed business, such as processing materials supplied by foreign firms, 
assembling parts supplied by foreign firms, carrying out production according 
to samples supplied by foreign firms and compensation trade. By the end of 
April, the municipality had signed 93 agreements and contracts with foreign 
firms and the processing charges deposited in banks were $1.042 million, 

40 percent more than in the same period of last year. [HK251349 Guangzhou 
Guangdong Provincial Service in Mandarin 1000 GMT 20 May 82 HK] 


SHAANXI EXPORT BUSINESS MEETING--The first Shaanxi provincial meeting on the 
export of industrial products which was sponsored by the provincial industrial 
products import and export company concluded yesterday. Some 20 people from 
foreign firms were invited to attend. The amount of transactions concluded 

at the meeting amounted to some $300,000. Five main categories of 148 commo- 
dities were displayed at the meeting for selling purposes. These commodities 
included enamelware, sewing machines, watches and handicraft articles. 
[HK220238 Xian Shaanxi Provincial Service in Mandarin 0500 GMT 17 Jun 82 HK] 
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TRANSPORTAT ION 


BRIEFS 


FUJIAN SHIPPING INDUSTRY--Fuzhou, 25 Jun (XINHUA)--Coastal Fujian Province now 
hae 62 foreign trade freighters totaling 84,000 tons, 54,000 tons more than 

2 years ago, according to the provincial communications department. In 
addition to shipping routes to the major domestic ports of Shanghai, Qingdao 
and Dalian, the province has opened in the past few years freight routes 

from the capital city of Fuzhou to Hong Kong, Singapore, Penang, Manila and 
Bangkok. The province resumed a passenger and freight route *com Fuzhou to 
Shanghai last March, and opened a passenger ship route from Xiamen to Hong Kong 
in 1980. A shipbuilding company has been set up in the province with 3,300 
kilometers of coast line to boost its shipping industry. Last year, the 
provincial shipping company carried nearly 300,000 tons of foreign trade cargo, 


26 percent more than in 1980. [Text] [0W271215 Beijing XINHUA in English 
0809 GMT 25 Jun 82 OW] 


FREIGHTER FROM HONG KONG--Shanghai, 22 May (XINHUA)--A 27,000-ton bulk carrier, 
built by the Shanghai Jiangnan Shipyard, one of China's leading shipyards, 

was launched here this afternoon. This ship was the second built by the 
shipyard for the Hong Kong worldwide shipping group. The first 27,000-ton bulk 
carrier was launched 8 February. Designed and built in line with the Lloyd's 
register of shipping standards, the newly-built ship is 196.45 meters long, 

23 meters wide and 14.3 meters high. It has a maximum navigation distance 

of 15,000 nautical miles. The ship has large cargo hatches and 4 hydraulic 
cranes each with a lifting capacity of 25 tons. [Text] [Beijing XINHUA 

in English 1516 GMT 22 May 82 OW] 


XINJIANG NEW HIGHWAY--Urumqi, 28 May (XINHUA)--A new trunk highway leading 
from Ruogiang through Qiemo to Minfeng along the southeastern edge of the 
Tarim basin in Xinjiang is completed and opened to traffic. The new highway 
is more than 600 km in length. [0W041431 Beijing XINHUA Domestic Service 

in Chinese 0128 GMI 28 May 82 OW] 
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GENERAL 


SURVEY OF YOUTH RUNNING INDIVIDUAL BUSINESSES 


HK281450 Beijing JINGJI YANJIU [ECONOMIC RESEARCH] in Chinese No 5, 20 May 82 
pp 55-60 


[Survey by Zhang Hao [1728 8504], Chen Jian [7115 0256] and Fang Kuan (2455 
1401], students of the Labor Economy Department of Beijing Institute of 
Economics: "A Survey of Young People Running Individual Businesses in 
Beijing Municipality"] 


[Text] During September and October of 1981, we made a survey of young 
people running individual businesses in the Eastern, Western, Chungwen and 
Xuanwu districts of Beijing municipality. The survey shows that in our 
country at the present stage, a certain range of laborers running individual 
businesses is a necessary supplement to the state-owned and collective 
economies. Its existence and development suits the present multiple phase 
of the productive force level in our country. The restoration and develop- 
ment of individual businesses offers a chance for self-employment to young 
people in cities and towns. It also plays an important role in promoting 
stability and unity, developing production, making the economy more lively 
and sufficiently supplying the needs of the people. 


I. Basic Conditions 


At the end of 1977, there were only three young people running individual 
businesses in Beijing municipality. By the end of 1980 the number was up to 
50. As of March 1981, it had increased to 148. The implementation of some 
policies on nonagricultural individual business issued by the State Council 
brought large numbers of applications for running individual businesses. In 
just 2 months, July and August, there were 109 applicants. Up to August 
1981, there were already 257 units, or 8.3 percent of the total individual 
business units (3,098 units), or in other words 307 young people, or 9.1 
percent of the total number (3,368 persons). The number of young people 
running businesses in the four districts was 37.1 percent of the total num- 
ber of young people running individual businesses in the municipality. 





Among the young people running individual businesses in the municipality 
there were 257 male youths, 83.7 percent of the total number; 50 female 
youths, 16.3 percent of the total. Judging from their ages, most of these 
people were quite young. There were 142 under the age of 20, 16.3 percent 
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of the total; 96 between 21 and 25, 31.3 percent of the total; 42 between 26 
and 30, 13.7 percent of the total; and 27 between 31 and 35, 8.8 percent of 
the total, the youngest being 17 and the eldest 35. 


As to their education level, 56.8 percent were graduates from senior 
secondary school, 38.9 percent of junior secondary school, 3.5 percent of 
primary school and 0.8 percent illiterate. Compared with the older genera- 
tion, their educational level is much higher. 


These young people were mainly engaged in repairing, handicrafts, service 
trades, commerce, catering, transportation and tailoring, and seven kinds of 
trade. Their businesses include more than 50 items such as repairing of 
shoes, vehicles, typewriters, televisions, electronic instruments, furniture, 
embroidery, gold stamping, picture framing, crafts, pottery making, sweater 
weaving, washing and mending, hair-cutting, packing and consignment, photo 
developing, selling of merchandise and food, publishing of newspapers and 
magazines, running restaurants, tricycle transport of goods and passengers, 
tailoring, etc. From the distribution of these 7 trades, those running 
commercial businesses accounted for the largest number, 159 persons, or 51.8 
percent of the total; next largest is the repair business with 47 persons, 
or 15.3 percent; then tailoring with 25, or 8.1 percent; service trade with 
20, or 6.5 percent; transportation with 19, or 6.2 percent, and catering with 
10, or 3.3 percent. As to the distribution of trades in the municipality, 
in the Western District, the repair business occupies the largest number, 
making up 44.4 percent, whereas in Chungwen and Xuanwu districts the propor- 
tion in commerce is greater, around 60.5 and 66.6 percent respectively. 


Il. Running Individual Businesses Is the Path for Solving Employment for a 
Substantial Number of Young People 


The existence and development of young people running individual businesses 
in Beijing municipality attracted the attention to all walks of life in the 
society. Individual businesses make up for omissions and deficiencies, pro- 
vides a convenience to the masses and is somewhat a remedy to the insuffi- 
ciencies in the state-owned and collective economies. This is obvious to 
all. But how much potential does it have in solving young people's 
unemployment? Is there any future in running individual businesses? These 
problems are a concern to all. Our investigation indicates the restoration 
and development of individual businesses did in fact open up a means of 
employment for young people and is an effective measure we must take. 


First of all, individual businesses have created employment for a substantial 
number of young people. During the survey we found that among the young 
individuals, those who were disabled, school dropouts who returned to the 
city from the countryside, females and the crippled occupy a certain per- 
centage of the unemployment figure. When the state had difficulty in 
arranging employment for them, the restoration and development of individual 
businesses provided ample chance for these young people to work for society. 
There are many types of work in individual businesses that suit them. For 
example, 50 female young people, most of whom concentrate on tailoring, 
commerce, the service trade, handicraft and those trades that suit them. 
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There are 28 persons, 56 percent of the total serving in commerce, which 
makes the largest number. Then comes tailoring, 9 persons, 18 percent of the 
total, and service trade and handicraft, 12 and 10 percent, respectively. In 
the Western district there is a photo developing shop run by two sisters. 

Due to their good service and fast delivery, business boomed from the very 
start. A lot of customers brought negatives for developing. Although work 
in this trade was rather tedious and they had to work over 10 hours a day, 
their average monthly income reached around 160 yuan. They did not have to 
run about and time was arranged at their own discretion. Therefore, they 
were very much satisfied with their work. 


The settlement of disabled young people is also a social problem. Ten years 
of turbulence caused destruction to respective management departments. 
Therefore, employment of these people became a hard nut to crack. None of 
the enterprises were willing to accept them. They could only stay at home 
and wait. The development of individual businesses opened up a means for 
their employment. Up until the end of August 1981, there were 39 disabled 
young people in Beijing municipality who had chosen trades in individual 
businesses according to their abilities. This made up 12.7 percent of the 
total of young individuals. 


Second, individual businesses offer ample scope for young people who have 
special talents. Generally speaking, when a young man starts his career, he 
would wish to select a favorite job in order to use his talents and expertise 
to serve society. Developing individual businesses attracts young people who 
have a special profession and a strong spirit of self-determination. In the 
Western district, there was a youth working in picture framing. He loved art 
from childhood and learned picture framing later. After graduation from 
secondary school, he wanted very much to start a career in picture framing, 
but did not get a chance. He did not like other trades, so he waited for 
many years. Under such circumstances, he thought individually running a 
business would be the best choice in exerting his special expertise. By 
mounting and framing pictures, besides making an earning, he could also 
improve his talent and have plenty of time and energy in learning painting 

by himself. Our survey proved that once these young people start engaging 

in business, they could learn and master the requirements of their own trade 
in a very short time and have the ability of competing in the markets. Some 
of them have further plans in expanding their businesses and making a great 
career. There is a youth in Xuanwu district who learned tailoring from his 
master. In less than 2 years he mastered the technique of tailoring. Due 

to his proficient and perfect techniques and high quality, the industrial and 
commercial department approved him for running his own business and tailoring 
especially on high grade garments. Now there are daily so many customers 
that he cannot cope with the large amount of work. His monthly income is in 
the range of 150 yuan. Yet he was not satisfied with this situation. He 
kept on studying hard, reading books concerning tailoring and concentrating 
on learning new techniques. He also planned to train apprentices and expand 
his business and change the saying "difficult to make garments" in Beijing. 


In the Western district there was a young man who made pottery. He was 
unemployed for 2 years and at last made up his mind to inherit the art of his 
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ancestor. From the searching of materials of the making of sample products, 
the baking of the pottery to the final sale, he did it all by himself, a 
full circle of activity every week. The pottery he made not only retained 
the traditional style, but also through profound study he made new creations 
and made a very good sale in the market. He has also planned to present his 
products to the international market. 


All the above proves that the development of individual businesses offers 
extensive spheres for young people to exert themselves professionally where 
they have plenty of room for their talents. From the angle of social needs, 
the trades of all these young people are still of great necessity to a 
city's economical life. At present, the quantity of state-owned, collective 
and individual businesses are still a far cry from the needs of the people. 
The concerned department of Beijing municipality made an estimate on the 
Eastern district and found that with a ratio of 56 commercial service 
centers per 10,000 people, we need 1,575 more commercial, catering, service 
trade and repairing centers. This means 12,500 people are needed to fill 
this vacancy. Therefore, individual businesses also have a bright and 
extensive future. 


Third, young people engaging in individual businesses could increase their 
incone and improve the standard of living of their family. One of the 
peculiarities of individual businesses is that they have to bear the results 
of good or bad business. The more and better he does the more he gains; and 
the less and worse he does the less he gains; without working he gains 
nothing, and he cannot share the achievements of others. This arouses the 
initiative of the individuals to make them work better and strive to earn 
more and improve their business methods. During the survey, we discovered 
that their work was usually very hard, and most had to work more than 8 hours 
a day. Thirty-four percent had to work more than 10 hours. For example, the 
tricycle-cab businessmen had to wait day and hight in stations and hospitals 
and their working hours were extremely long. Those working in the commercial 
field had to get up very early to set up a stall so that the customers who 
were on their way to work could buy the necessities more easily. They also 
had to go to night markets. Every day they had to leave early in the morning 
and return late in the evening. There was no idle season the year round, and 
even on holidays they had to work. A young man selling fried buns and dump- 
lings calculated the working hours with us. Every day he had to get up at 

3 or 4 in the morning to mix flour, fry the buns and then take it out for 
selling; after selling he had to go shopping and buy meat and vegetables. 
Returning home he had to start steaming the dumplings and frying meat balls 
to sell that evening. Late at night he had to make preparations for the 

next morning, which means he could have only 4 or 5 hours of sleep. 


The more you work the more you get. Generally speaking, those running indi- 
vidual businesses earn more. From 97 young people's own declarations, their 
average monthly earnings were 97 yuan, higher than the average of the workers 
working in state-owned enterprises. Among them, there were 39 persons earning 
under 50 yuan, or 40.2 percent of the total; 36 persons earning 51-100 yuan, 
or 37.1 percent; 17 persons earning 101-200 yuan, or 17.5 percent; and 5 
persons earning more than 200 yuan, or 5.2 percent. In sum, 60 percent 
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earned an average of more than 50 yuan per month. From the survey we found 
there were some young individuals who declared low incomes. In fact, the 
majority of them earn more than 100 yuan per month. The increase of income 
brought great changes to the economic situation and standard of living 

of their families. In the past, they were unemployed for a long time and 
without income, and most of the families had economic difficulties. Among 
these families, there were 11.3 percent who had an average of monthly 
expenses under 10 yuan per person; 34.6 percent who had expenses of 11 to 20 
yuan; 39.3 percent who had expenses of 21 to 30 yuan; 13.6 percent who had 
expenses of 31 to 40 yuan; and 1.2 percent who had expenses of more than 40 
yuan. Now most of the families’ monthly expenses are over 40 yuan per person. 
In the Western district there was a family of 10 members. Although 3 had 
fixed income, 4 were unemployed and the average monthly income per person 
was only 12 yuan. In July 1981, two unemployed brothers, under. the guidance 
of their father, participated in madoufu (sesame bean curd) and bean juice 
business. They sold it in the streets and lanes and made a good business. 
In the very first month they earned 180 yuan. Now they have built a house, 
and live a better life. 








In a word, since the young people engaged in individual businesses, they not 
only had a chance to make a contribution to the state and people, they also 
improved their standard of living. They got rid of idleness in mind and had 
full confidence in the future. A young man who engaged in tailoring in 
Chungwen district said with enthusiasm, "In the past, I never thought of my 
future. It is the policy of the party and government on individual business 
that gave me hope. Now I can use my learned profession to serve the masses, 
and I am welcomed by the masses. I feel I am a useful man to society." 


III. Some Problems That Need To Be Solved 


Recently young people running individual businesses in Beijing municipality - 
showed that the restoration and development of individual businesses is a 
very important way to solve labor employment in cities and towns. This is 
attractive to young people. But those young people running individual busi- 
nesses are still a small number and their state of mind is not stable enough. 
According to our survey, among the young people running businesses indi- 
vidually in the municipality, only 20.3 percent are willing to go on running 
business for long terms, and the rest regard it as temporary work. Here we 
have ideological problems and also practical problems. In order to attract 
more unemployed young people to take the road of choosing jobs and careers 
by themselves and give them support and encouragement and lead them to work 
for long terms, so as to make a greater contribution to the society and 
people, we have to lay stress in solving the following problems. 


First, we must strengthen the management and education toward young people 
running individual businesses. 


Although individual businesses under socialism is different to that of capi- 
talism, due to the existence of certain spontaneous ideas in individual 
businesses, if we do not strengthen leadership and management education, 
they may stray from the socialist orientation. With the increase of 





individual businesses, the strengthening of management over them has become 
a pressing problem. At present, political and ideological management over 
these young people is a weak point. Nobody even cared about their busi- 
nesses. They had to rely on themselves in opening their way to the society. 
This is a disadvantage in the normal development of individual businesses. 
The emergence of young people engaging in speculation and illegal activities 
and driving up prices should draw our attention. 


Is there really nobody looking after these young people? No. We were told, 
at present, the commercial and industrial department, city environment, pub- 
lic security, transportation, financial and tax departments and leading 
departments concerned are all keeping control. The problem is they do not 
control properly. Among those under investigation, 61 percent consider the 
control too inflexible. Some young people say that from applying for a 
license to starting a business, one has to be approved by various government 
departments and sometimes even get into trouble. Now an application for a 
department store license is much easier. But this trade needs more funds 
and ample supply of goods and not everyone has the ability to get it. Mean- 
while, some young people have special skills and hope to have a chance to use 
them. But what they have applied for is classified as "special trade" (such 
as photography, printing etc.), and they are not approved by the departments 
concerned. We hold that since the government takes overall consideration 
and limits some kinds of trade to individual business, this is necessary. 
But there must not be too much limitation and inflexibility and they should 
also explain the reason for the limitation of certain trades to these young 
applicants and help them select a new trade that suits them. Those who have 
special professions must be considered separately. In addition to the limi- 
tation in opening a business, there is also limitation in their working time 
and place, which is not quite reasonable. For example, not allowing indi- 
viduals to run businesses in busy streets and districts only causes them to 
go to back streets and deserted lanes. There is no fixed place for indi- 
viduals to run businesses, so a good place is usually gained by fighting. 
Many of them have to get up early at 3 or 4 in the morning to occupy a better 
place for a stall. 


Why is it that on one hand five or six departments participate in management 
and young people consider it inflexible and to have too many limitations, and 
on the other hand there are many loopholes in market management, and an 
increase of illegal activities? We hold that there are two main reasons: 

The first is a decentralized management. Each department cares for itself 
and there is no unified leadership. The second is an improper managing 
method. We are told that frequent penalizing has become a mere method of 
various government departments. These individual units are confronted with 
many practical difficulties that cannot be solved. Just imagine, if these 
departments concerned open up a field for individual units in suitable places 
in the municipality, something like an agricultural trade market, then most 
of these individuals would not have to run about or contend for a site. At 
present, some prefectures and counties under Beijing municipality have 


started centralized control over individual units. This will play a positive 
role in strengthening market management. 
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We must also point out that working hours for the young people are long and 
their businesses are scattered, and therefore they seldom have a chance to 
study politics. They are in contact with various people in society and are 
easily affected by erroneous ideas. The managing department concerned must 
also strengthen political and ideological education toward these young people 
and show then concern politically. We must put this at the top of the list 
and give it ampie attention. 


Second, strengthen the work on technical training. 


At present, one important reason for the slow expansion of individual busi- 
nesses is that these young people are short of techniques on running 
businesses. We made an investigation of 728 unemployed young people in 
Xingiao Street in the Western district. There were 102 persons (14 percent) 
who were very much willing to run individual businesses but were short on 
techniques and unable to apply for a business. There are still many who are 
short of techniques among those who have already started individual busi- 
nesses. Thus we have two problems: The first is that their minds are still 
not stable enough. Young people usually like technical work. These trades 
have sufficient job opportunities, work is stable and income is high. We 
investigated 153 young people. Of the 91 who are in nontechnical trades, 
there are only 8.8 percent who are willing to work for long terms. Out of 
the 62 who are in technical trades, there are 37.2 who are willing to work 
for long terms. Second, from the long-term point of view, Beijing mnici- 
pality needs more individuals to run businesses in technical trade such as 
repairing, department stores, catering, etc. These trades are largely 
needed by society, can absorb a large amount of young people and has great 
potentials. But very few ‘oung people are skilled in these trades. There- 
fore, whether or not individual businesses can further develop, and whether 
Or not these young people can persist for a prolonged period, are the crux 
of the problem of teaching them technical know-how and devoting major efforts 
to technical training work. 


From the investigation we found out that parents or relatives teaching 
techniques to young people is the main way young people learn (61 percent). 
The merit of this method of teaching is that it involves an inner family 
relationship, and is therefore easily realized. At the same time, parents 
can teach unreservedly, and young people can learn rapidly. The one problem 
is that some old individuals fear that their children will be charged with 
"taking the capitalist road,"' and are not willing to teach. This is an 
obstruction in fully implementing this method. We must expand propagation. 
In addition to praising those young people who have done well, we also have 
to propagate fine examples of parents encouraging young people in running 
individual businesses and positively teaching techniques to them. In this 
way we can quiet parents' worries and give full play to their role. 


There are many retired workers who possess the technical know-how we need. 

If we let them train two or three apprentices in running individual businesses, 
we can use their abilities, and it is a good method for young people to learn 
techniques as well. But there are only 14.5 percent of the young people 
learning in this method. The reason for this case is: one, most of the 
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retired workers are not willing to accept apprentices; and two, some retired 
workers are willing to accept apprentices, but don't know where to find then. 
Young people also complain of difficulty in looking for masters. We need the 
administration department for industry and commerce to act as a liaison in 
helping both sides, by teaching young people to respect their master, super- 
vising the contract in performing their duties and setting up suitable 
stipulations on the earnings and distribution between masters and apprentices. 


Organizing training classes is also another method in training young people. 
It has an expanding future in the long-term point of view. There are two 
points that need attention in running training classes: The first is opening 
training classes according to the needs of the society. Lay stress on repair- 
ing and service trades and those trades urgently needed by the society. The 
second is training classes must suit the peauliarities of individual busi- 
nesses and must be responsible in both teaching and learning so as to enable 
young people to start businesses independently. 


Third, policy must be implemented. 


Recently the commercial and industrial department of the minicipality has 
done a lot of work in the development of individual businesses. Following 
the decision of the party Central Committee and the State Council, they 
formed a variety of concrete measures. This will open up a way to attract 
more and more young people in running individual businesses. The problem is 
that many of the policies and measures that are advantageous to the develop- 
ment of individual businesses are not fully and earnestly implemented. We 
were told by some young people that they have difficulties in running busi- 
nesses. The difficulties are mainly in the following aspects: 


One is insufficient space to run a business. This appears particularly in 
handicraft and tailoring, because these two trades both need a certain area 
for business. For instance, a young man running a tailoring business had 
only an 8-square-meter room both for working and sleeping. His bed and work- 
ing table each occupies 2 meters, and sewing machine and stove each 1 square 
meter. Only 2 square meters were left for other activities. He had trouble 
even in receiving customers. We also paid a visit to two brothers running a 
tailoring business. Because they had no shops, for more than 6 months they 
were working in the open outside Tienqiao Commercial Center. Long ago, they 
started applying to build a wooden cabin outside their courtyard, but did 
not receive approval from the leading departments concerned. In fact there 
were many new stalls built one after another around them. Many young people 
realize that the tension of housing is an extensive social problem. They 

did not expect the government to rent housing to them, but just wish that the 
departments concerned would treat them as equals with collective enterprises. 
Some others suggest to the departments concerned to build blocks of buildings 
in suitable places and rent them to individual units. It would be conven- 
ient for unified planning and managing. By not using large investments, the 
state can form a network of commerce and repairing. In this way, it is con- 
venient to the masses and it solves the difficulties of individual units as 
well. This is a good way to kill several birds with one stone. 
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Second, the difficulty in supplying raw material and supplementery material. 
The state treats state-owned, collective and individual businesses equally 
in the supply of goods. But in fact there is still a gap. The tailoring 
business, for example, needs some supplementary material and some districts 
do not supply these materials to individuals. They could not buy it else- 
where, so a lot of work was delayed. Some young people running department 
stores say "Without a back door these days, we would only get those impeded 
goods from th state-owned and collective shops." In the Eastern district, 
there is a young man selling bean juice and madoufu. His business was good 
and the masses liked it very much. The raw material he used was supplied 
by a flour mill. Later this mill sold their material only to state-owned 
and collective firms and not to individual units. This young man could not 
help but change his business and sold sweet calabash. 


Third, shortage of funds. Among the 135 young people under investigation, 
only 6 received loans from the state for starting a business, 4 percent of 
the total. All others had to rely on themselves or their family. At 
present, although the government has a loan policy for young people running 
individual businesses there in fact is still difficulties in applying for 
loans. A large amount of money is needed for circulation in running depart- 
ment stores. Originally, the wholesale department provided young people with 
credit sales, but now it is not allowed. Those running businesses in repair- 
ing and handicraft were also not allowed wholesale prices in buying raw 
materials. 


Fourth, further eliminating the effects of "leftist'"' ideas. At present, 
young people, either those already running individual businesses or those 
waiting for employment, including their families still lack confidence in 
individual businesses, particularly for long terms. Of the young people 
under our survey, 34.2 percent were worried about a change in the policy, 
fearing that when they were not allowed to run an individual business, it 
would be difficult for them to look for other jobs. Meanwhile, in society 
there are still many people who look down upon young people running indi- 
vidual businesses. Therefore, we have to further eliminate the effects of 
"leftist" ideas. We must propagate in various ways the situation and role 

of individual businesses in a socialist economy. We must make clear that 
individual laborers and state-owned workers and workers of collective 
enterprises are equal. They are all socialist laborers and all have the same 
political status and social status. We must praise those advanced young 
people who have made progress in running individual businesses and make self- 
seeking employment a glorious thing honored by public opinion. 


Last, establish social welfare insurance system and end the worries of 
individual businesses. 


During the survey, we found that 23.5 percent of the young people were not 
feeling tranquil with their present work, fearing the insecurity of getting 


old or sick. Some young people said: "At present I really earn a lot, but 
have no insurance. In case of any sickness or disaster, then I'm finished. 


Although the workers of state and collective enterprises earn less than I, 
they have a more secure job and reliance on government help." Some others 
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think individual businesses earn more than those of state enterprises in 
general. Only if they work hard in their youth and save more money can this 
problem be solved. As to the majority, sickness, old age and no insurance 
are still the main factors and reasons of lack of tranquility in running 
individual businesses. They hope that the state can make up a new social 
insurance policy for individual businesses and establish a social insurance 
system to relieve their worries. (November 1981) 


CSO: 4006/492 
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GENERAL 


PRC JOURNAL ON PRODUCTIVE-FORCE ECONOMICS FORUM 
HKOS0721 Beijing JINGJI YANJIU in Chinese No 5, 20 May 82, pp 76-78, 25 


[Article by Xue Yongying [5641 3057 2019]: "Review of the First Annual Forum 
of the China Productive-Force Economics Assembly") 


[Text] The first annual forum of the China Productive-Force Economics As- 
sembly was held in Wuhan forum 25 February-4 March this year. The main task 
of this year's forum was to have exchanges of the new positive results in re- 
search work since the establishment of the assembly at the end of 1980. 


Compared with the last gathering, the number of representatives who partici- 
pated in this year's forum tripled. A series of theses of considerable 
Significance were presented, and the building of this branch of science made 
tremendous progress. 


Ll. On the General Theories of Productive-Force Economics 


For many years, the disputes between "the two-factor theory" and "the three- 
factor theory" regarding the composition of productive forces has been con- 
tinuing. Also the new dispute between "the theory of systems" and "the 
theory of factors" has been in existence for more than a year. These dis- 
putes were studied at this annual forum. 


Yu Guangyuan held that the workers who are the main constituent of the pro- 
ductive forces should not only be of a certain quantity, but also have a 
certain quality, including physical health and strength, scientific and 
cultural knowledge, experience in production and laboring skills. They 
should not be regarded only as individual workers, but as a general working 
organ. That is, a collective working organ integrated through division of 
labor and coordination. The tools of production have greatly developed and 
changed since the time when Marx was alive, but this phenomenon has scarcely 
been studied systematically with the methods and spirit used by Marx in study- 
ing the tools of production. The tools of production are not only an exten- 
sion of physical organs as commonly conceived, but also an extension of the 
cognitive organs, like the microscope, and also an extension of the brain, 
like the computer. In addition to the extension of the organism, there is 
also the expansion of the physical strength. To sum up, all those forces and 
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things that can be utilized to conquer ature should fall into the conception 
ol tools of production. To make abstract analysis of the tools of production 
theoretically, to classify them, to systematize them, and to study their 
interrelationship--all these should be included in the category of the theory 
of tools of production under the general science of productive-force 
economics. He also held that the natural resources and the natural condi- 
tions themselves are not the essential elements of the productive forces, but 
they are indeed wery important conditions for giving full play to and improv- 
ing the productive forces, and they should be given sufficient attention to 
the study of the productive-force economics. Studying the combination of 
workers with the tools of production, and the combination of the productive 
forces with the subject of labor, that is, the organization and management 

of the productive force, is an important aspect of productive-force economics. 


Productive-force systematics was first put forward in the Guiyang seminar at 
the end of 1980. This year's forum shows that the systematics has become 
rational and intensified. Some comrades concretely analyzed the collective 
nature, the association, quantitative rules and the nature of the totality of 
the productive-force systems. They further pointed out that the rational 
organization of the productive forces should include the structural economy, 
distributive economy, dimensional economy and operational economy, thus con- 
stituting a kind of huge eystematic engineering. Also they held that the 
productive forces at different stages should have different qualitative rules. 
Cai Qian pointed out that in the various factors of the productive force, 
there exist not only the problem of space combination, but also the problem 4 
of time combination, the problem of metabolism and the supersession of the 
old by the new. For instance, the aging and the renewal of the techniques 

of the workers possess their own rules and cyclicity. 


If this systematics can be regarded as the "marcosystematics of the produc- 
tive forces" of the whole society, then the development of the systematics is 
manifested in the introduction of the "microsystematics of the productive 
forces'' with reference to the individual enterprises. With the productive 
forces of the individual enterprises as the object of investigation, Wang 
Shiqin expounded the various aspects of the microsystematics of the produc- 
tive forces. He held that the microsystem of the productive forces is com- 
posed of four subsystems of different functions, namely, material, energy, 
information and intellect. The material subsystem is engaged in the circu- 
lation of materials, dealing with the processing and transportation of the 
object of labor; the energy subsystem is engaged in the transformation of 
energy, dealing with the transpec n and delivery of energy; the information 
subsystem is engaged in the col a, communication and arrangement of in- 
formation, dealing with the inte..iyence and communication; and the intellect 
subsystem is engaged in the processing and synthesis of information, dealing 
with science, technology and management. It should be admitted that the above 
theory is rather abstract in nature, but it is nevertheless well-founded and 
conforms to the progression of history. Therefore, as regards man's self- 
conscious and effective control of the movement of the microsystems of the 
productive forces, this theory is not without practical significance. 
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Yhe article presented by tour youths ot Guizhou Province pointed out that 
the productive force as a system must have the output of products, but any 
kind of output is certainly the result of an input and the result of proces- 
sing and control. The output represents the object of the system, and the 
processing and control are the means of transforming the input into the out- 
put. Input, storage, processing, control and output are the five essential 
factors for the movement of the system. The productive-force system is a 
controllable system; and through the active control of the productive-force 
system, the behavior and results of the system can be influenced. The 
productive-force system is also a combined controllable system, consisting 
of a direct chain control on the one hand, and of a feedback control on the 
other. Based on this characteristic, it is practicable and appropriate to 
exercise market adjustment under the guidance of planned economy in handling 
the problems of the productive-force system (plans and decision-making are 
the direct chain control, while market adjustment is the feedback control). 
Although the viewpoints of these four youths are not mature and concrete 
enough, still they may be considered to be an attempt to put the theory of 
the productive-force systematics into practice, and to introduce the 
theories of control and information into the process of control in the 
movement of the productive forces. 


The development of the productive forces has its own laws and stages, which 
have been generally agreed upon and are a problem which has already been 
Settled. Now, these rules and stages are further elucidated. Xiong Yinwu 
held that the development of the productive forces has its own general laws, 
and also has its own particular laws. The former embodies the law of pro- 
portionate development, the law of economizing labor time, the law of in- 
creasing labor productivity, and so on; the latter comprises the law of the 
arrangement of the productive forces, the law governing the interrelationship 
between agriculture, forestry and animal husbandry, the law governing the 
internal relationships within industry, and others. Zhang Zhuoyuan held that 
as a rule, the development of the social economy is first the development of 
agriculture, and on the basis of developed agriculture, light industry, which 
makes use of the agricultural products as raw materials and which relies on 
agriculture as its main market, can be developed. Then, on the basis of the 
development of agriculture and light industry, heavy industry, the major 

taks of which is to equip agriculture and light industry, can be deve loped on 
a large scale. This is an objective law of the movement of the productive 
forces. Also there were some comrades who put forward five laws governing 
the movement of the’ productive forces: 1) '"The law of the combination of 
different factors," elucidating the relationship where various factors of 

the productive forces are combined according to a certain pattern; 2) "The 
law of the adaptability of technology," elucidating the technological rela- 
tionship between various factors of the productive forces; 3) "The Law of 

the reimbursement of material objects," elucidating the relationships of 
material circulation and material transformation between different relatively 
independent productive mechanisms; 4) "The law of quantitative proportion," 
elucidating the integration between different factors of the productive 
forces and the quantitative relationship of rimbursements of material objects 
conducted between various productive mechanisms; and 5) "the law of the 


49 








“transtormation ot factors," elucidating the relationship of interchanges 
between various factors of the productive forces. 


Some comrades also enunciated the problem of "medio-economy,"' Liu Yuren 

said that the extent of the problem involved in the field of medio-economy 

is not very large, but it is of significance in the national economy. To 
develop the undertaking of breeding the milch goat and the forage industry, 

to make comprehensive use of powder coal ash and so on--all these belong to 
the problem of medio-economy. Pan Zhifu further generalized that the economic 
problem of an individual department is the problem of medio-economy. A de- 
partment is the medium between an enterprise and the national economic entity, 
and is the medium between the micro-economy and the macro-economy. Produc- 
tive-force economics should not only study the structure of the macro-produc- 
tive forces and the micro-productive forces, but should also study the struc- 
ture of the medio-productive forces. 


In this year's forum, there were also many articles investigating the theoret- 
ical basis and practical steps of utilizing mathematical methods in productive- 
force economics. Chen Yuguang made a rather good exposition regarding the 
necessity and importance of using the tool of mathematics. We said that dis- 
regard for the quantitative analysis in the study of economics is the 
theoretical reflection of the process of extensional economic movement. In 
the extensional economy, the mathema.ical relationships need only a qualita- 
tive analysis to disclose the rules governing the movement and changes; but 

it is quite different for the intensional economy, because changes of unequal 
speed often occur in economic movement, thus producing the problems of the 
highest output, the highest income and the highest productivity. To solve 

all these problems, it is not enough just to rely on qualitative analysis 

and the elementary mathematics, and higher mathematics must be restored too. 


2. On the Structure of the Productive Forces 


The structure of the productive forces is a basic category of productive- 
force economics. If we do not study this structure, it is impossible to 
understand the rules of development with regard to the productive forces, nor 
is it possible to establish a rational productive-force structure. All these 
were conclusions obtained long before this year's forum. But progress was 
seen in the fact that more intensive analysis and exposition were conducted 
regarding various forms of structures. Liu Jinglin pointed out three char- 
acteristics of the basic structure: the uniformity of the function and the 
public nature of the service; the independence of the organization and the 
interconnection of the structure; the coherence of the operation and the 
equilibrium of the development. In the development of the basic structure, 
primary consideration should be given to the effects of investment, the time 
Sequence, the arrangement of space, the integration of technology, the formu- 
lation of the quantity, the relation between the new and the old, and the 
matching of the two structures (namely, the matching of the productive basic 
Structure and the social basic structure)--all these are factors concerning 
the economy and the society. The objective requirement and the main symbol 
of success should be unifying the basic satisfaction of the needs of the 
society and optimum economic effects. 





The technological structure has been the weakest link. In this forum, the 
structure of technology was specifically dealt with in several theses. Tao 
Deqing explained the contents of the technological structure. He held that 
it consists of the composition of the production equipment, and the pro- 
portion of automation, semiautomation, mechanization, semimechanization and 
manual operation in the technological process, and it also consists of the 
technical composition of the labor force. In our country, the establishment 
of a rational technological structure should satisfy the following four 
requirements: to be compatible with the structure of the enterprises, to 
facilitate the saving of the energy resources, to facilitate the expansion 
of employment, and to help increase the utilization rate of capital. The 
above analysis, although not without some immature points, has nevertheless 
formulated the content and orientation of the problem. This cannot but be 
regarded as a kind of progress. 


3. On the Arrangement of the Productive Forces 


In the economic circles of our country, the study of the arrangement -of the 
productive forces has had a rather solid foundation. Therefore, in the past 
year and more, the development of the theory concerning the arrangement of 
the productive force has demonstrated itself not mainly in the establishment 
and improvement of the basic spheres and systems, but as the summing up, 
quite systematically, of the experiences and defects of the arrangement of 
our country's productive force with reference to both the past and the 
present conditions, thus enhancing the existing theories and principles. 


The article presented jointly by Xue Baoding and Chen Dongsheng summarized 
three experiences and lessons in our industry regarding the arrangement of 
regions, locations and factory sites: First, the relationship between the 
new and the old industrial regions must be correctly handled. New inland 
industrial regions must be opened up so as to obtain a balanced development 
in the whole country. But during the initial stage, the extent should not be 
too large and the steps should be steady. In opening up new bases a prudent 
policy should be adopted, with a few locations being well founded first before 
the others start. In this respect, doing things in hot haste won't do, When 
there is a necessity to shift the regional focal arrangements, it should be 
carried out in a well-planned manner. Secondly, the relationship between the 
structure of regional industry and the entire economic structure must be 
handled properly. Based on the current level of the economy, and in a mat- 
ter-of-fact way, the idea that each province should set up a complete indus- 
tria! system within a very short period must be put aside. It must be 
realized that the only way to raise the economic effects is to practice the 
rational division of labor coupled with collaboration between different re- 
gions. No doubt, the development of regional advantages must subordinate 
itself to the comprehensive equilibrium of the whole country, so that the 
macro-economic effects can be ensured. Thirdly, the selection of factory 
sites should be based on sufficient study of the practicability. The work 

of city planning should be strengthened, and the work of district planning 
should be developed. 
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The article written by Gu Zongcheng looked deeply into the principle of na- 
tional defense in the arrangement of the productive force. It treated the 
subject theoretically and with close reference to the practical conditions 

of our country (especially the great third-line construction). He said that 
the principle of national defense in the arrangement of the productive forces 
is a new subject introduced with the development of modern industry and 
sophisticated weapons: this principle demands that the factor of war should 
be under consideration when arranging the productive forces, so that the 
productive forces are not easily exposed to destruction in case of war. 


One of the important aspects of the intensified study of the arrangement 
theory is the introduction and solution of the problems of district planning 
and centered cities. Xue Baoding pointed out that regarding the economic 
construction of the whole country, regional planning must be based on the 
characteristics and differences in natural geography and economic geography, 
so as to properly distribute the industrial and agricultural productive 
ces and appropriately arrange the social activities in the economic and 
tural fields. Regional economic planning is a strategic deployment of the 
111 development of the management of land throughout the country. With 
principle of orientation" as the core, and based on "regional economic 
ninance,"' Qu Mengfei further theoretically expounded the problem of the 
I irity, the rationalization and the optimization of the economic struc- 
t different regions. He said that the selection and arrangement of 
ec centers, according to the role they play in the production base and 
in the commodity economy, may be divided into five classes: the first class 
is the national topmost economic centers; the secord, the large-area economic 
centers; the third, the basic economic centers; the fourth, the provincial 
economic centers; and the fifth, small economic centers within a province. 


4. On the Dimensional Economy 


The problem of the dimensional [Gui Mo 6016 2875] economy is a new subject. 

In this year's forum, there were eight theses solely devoted to the subject 

of the dimensional economy, and there was a group which exclusively looked 
into this subject. There were many opinions that were both systematic and of 
academic value. The forum intensively discussed many problems such as the 
intension and extension of the dimensional sphere of the economy, the re- 
Strictive factors and the trend of development of the dimensional economy, 

the standard of evaluation and the economic effects of the dimensional economy, 
the significance and system of the dimensional structure, the historical de- 
veiopment of the economic dimensions, the history of development of the theory 
of dimensions, and so on. 


Firstly, there were different opinions as regards the correct choice of the 
term "the problem of the dimension of the economy" or the term "the problem 
of the dimensional economy." Some held that the two terms were essentially 
the same, while others held that the terms were different in that the former 
indicated a certain concrete dimension, and the latter meant the rules of 
change for the dimension of the economy. But both of the groups gave a 
nearly identical definition to the word "dimension": the former group held 
that the dimension was the fixed nume: ical range for an economic entity, 
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while the latter held that the dimension was the degree of concentration and 
its quantitative expression of the essential components of an objective sys- 
tem or an objective entity. 


Secondly, with regard to the extension of the dimension of the economy, it 
was unanimously agreed that the dimension of the economy should comprise a 
series of aspects instead of a single category. Yu Ruihou divided it into 
four grades: 1) The city-country dimension--this reflects the regional ar- 
rangement of the productive forces and the horizontal association of the 
enterprise groups; 2) the economic associates dimension--this reflects the 
degree of aggregation of the economy and the vertical association between 
enterprises; 3) the enterprise dimension--this relfects the close combin- 
ation and effective operation of the various factors of the productive 
forces, and it is a basic dimension; and 4) the dimension of the production 
equipment--this is the unit cell of the dimension of the economy. Further, 
six grades were designated by Li Yue: 1) The dimension of the national 
economy; 2) the departmental dimensions of industry, agriculture, transporta- 
tion, building construction, and others; 3) the main product dimension within 
a department, such as the steel industry dimension, the machinery industry 
dimension, the forestry dimension, the fishery dimension, and so on; 4) di- 
mensions of the egion, the city and the countryside; 5) base dimension: and 
6) the dimensions of the corpa ations, the factories and the mines. 


As to the trend of development for the dimension of the economy, Li Yue held 
that the average dimension of the enterprise would gradually expand, that the 
big, medium and small dimensions would co-exist at the same time, and the 
"expansion" and "co-existence" of various dimensions would have their own 
characteristics and focal points--these are the three rules governing the 
development and change of the dimension of the economy. Yin Jinrui presented 
another kind of generalization: the growth and expansion of the industries 
and enterprises are an objective trend in the development of modern industrial 
production, but not all the economic effects of the growth will increase 
proportionally regardless of the branch or enterprise, or time or place. 

The objective trend of this kind of growth and expansion would sustain the 
restriction of many economic factors, and would have before it an economic 
line that could not be trespassed. 


With respect to the dimensional structure, it was generally agreed that this 
meant the association of production and the ratio of the economic entities 

of different dimensions. Li Yue held that the adjustment and establishment 
of a rational dimensional structure for the industries and enterprises should 
adhere to the following rules: First, the comprehensive productive capabil- 
ity should be set as the principal criterion for evaluating the scope of the 
dimension and the change of the dimension. Secondly, every department should 
have its own focal points. Some departments should mainly set up large 
enterprises, while some should set up medium-size or small enterprises. 
Thirdly, the existing medium-size and small enterprises should be reorgan- 
ized, transformed or discarded, and these measures should be taken simul- 
taneously. Fourthly, the optimum dimension of enterprises should be selected 
to satisfy the needs of the society. 
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Later, the representatives reviewed the historical period when the policy of 
combining the establishment of large, medium-size and small enterprises had 
been practiced. Cher Shingchang divided the process of changes of the di- 
mensional structures of the industries and enterprises in the past 30 years 
into four periods: 1) the period when the dimension of enterprises con- 
verged from scattered units to concentrated enterprises (1949-1957); 

2) the period when aimlessly developing all the large, medium-size and small 
enterprises simultaneously at the first stage changed into the rational ad- 
justment at a later stage (1958-1966); 3) the period when the dimensional 
structure exhibited a morbid state (1967-1976); and 4) the period of continu- 
ous changes and development (1977-1980. The conclusion drawn by the author 
was that in the past 30 years, the number of medium-size and small enter- 
prises experienced drastic changes, but "the level of dimensional economy" 
changed very little. This was the basic characteristic of the development 
for the dimensional structure of the enterprises in our country. He said 
that from now on, the level of our country's dimensional economy should be 
raised in a well-planned way through the reorganization and transformation 
of the existing enterprises. 


5. On the Task Lying Ahead 


At the forum, Yu Guangyuan called for the creation of the contemporary pro- 
ductive-force economics. The report entitled "the change in our country's 
strategy of economic development and productive-force economics" delivered 

by Sun Shangging signified that this newly emerged branch of science had 
taken a significant step forward on the road of its becoming "contemporary 
economics." Sun Shangqing said that the strategy of economic development 
should be in conformity with the rules governing the development of the rela- 
tions of production as depicted by the political economy, and it should also 
comply with the rules governing the movement of the productive forces as 
depicted by productive-force economics. On the basis of fully realizing the 
nature of the relations of production, the three essential elements of the 
productive forces are the pivots for formulating the strategy of economic 
development. The population embodies the labor force that is of paramount 
importance among the factors of the productive forces. Technology is the 
primary means for developing modern productive forces. As a pivot of the 
Strategy, technology consists of the materialized technology as well as 
technology as a form of knowledge. The development of the economy has always 
to rely on the exploitation of resources to enhance the productive forces. 
Productive-force economics studies the means of unifying these three essential 
elements, and studies the rules governing the development of the productive 
forces, thus providing a scientific basis for formulating a strategy for 
economic development. 


With the above common understanding, the representatives discussed in detail 


the three forthcoming important tasks of productive-force economics and its 
research workers. 


The first task is to serve reality. The representatives unanimously held 
that it is their obligation and honor to do some down-to-earth work for the 
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undertaking of the modernization of socialist construction, and this is also 


the historical mission faced by productive-force economics at the present 
Stage. 


The second task is the building up of this branch of science. Productive- 
force economics is after all a very young branch of science, its sphere and 
systems have not yet been definitely defined, and there are opinions at var- 
iance with each other regarding some problems of basic theories. Therefore, 
the forum decided to draw up "LOO problems in productive-force economics," 
and to mobilize the scholars to delve into this subject as an attempt to 

set up a system of theories. 


The third task is the setting up of organizations. The forum suggested 
that all those provinces, cities and autonomous regions that possess good 
conditions should set up their own assemblies. The institutions of higher 
learning and other units may form smaller academic bodies, offering courses 
in productive-force economics. Various measures should be adopted to push 


forward the research work in this field so that greater positive results can 
be achieved. 


CSO: 4006/501 
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GENERAL 


DISCUSSION ON HOUSING, ENVIRONMENT POLICIES 
HK150308 Kunming Yunnan Provincial Service in Mandarin 1100 GMT 14 Jun 82 


[Summary] "This afternoon, the Standing Committee of the 5th Yunnan Provincial 
People's Congress held its 14th plenary session to listen to reports presented 
by the provincial people's government concerning the draft of measures for 
implementing the State Council's regulations governing the use of land for 
building houses in villages and small towns in Yunnan Province, and the 

revised draft of the Yunnan regulations on disposing of materials which 

pollute the environment. The plenary session was presided over by Zhang Zizhai, 
vice chairman of the Standing Committee of the provincial people's congress. 
Present at the session were Vice Chairman Sun Yuting, Zhang Tianfang, 

Zhang Haitang, Li Hecai, Yu Lanfu, (Yan Yiquan), (Huang Ting) and (Li Guiying). 
Yunnan Vice Governor Lin Chao, and the deputy director of the provincial 
environmental protection department (Zhou Guiyuan) respectively gave the 
reports concerned at the session.” 


As a mountainous province, Yunnan has relatively little farmland. In recent 
years, following the rapid development of villages and small towns, the 
shortage of farmland is becoming more and more acute. Therefore, when building 
houses, land must be used in an economical way. Based on the State Council's 
regulations governing the use of land for building houses in villages and small 
towns and in light of local conditions, the provincial people's government 
worked out the present draft of measures for implementing the regulations, 
which consists of 23 articles. Vice Governor Lin Chao expounded the draft in 
detail article by article. 


(Zhou Guiyuan), deputy director of the provincial environmental protection 
department, then gave a report on the revised draft of the Yunnan regulations 
on disposing of materials which pollute the environment. Based on the original 
regulations on disposing materials which pollute the environment adopted in 
November 1980, this revised version has been worked out to keep pace with 

the changing situation in the province. (Zhou Guiyuan) suggested that the 
provincial people's congress promptly promulgate the regulations after careful 
examination and approval. 


CSO: 4006/496 
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GENERAL 


BRIEFS 


PAKISTAN SHEET GLASS PLANT--Islamabad, 18 May (XINHUA)--Pakistan President 
Mohammad Ziaul Haq today inaugurated a sheet glass factory in Nowshera set up 
with Chinese technical assistance. The factory, about 110 kilometres west of 
Islamabad, is the biggest of its kind in the country. It has a designed 
daily capacity of 40 tons of sheet glass. Speaking at the inauguration, 

the president described the factory as a symbol of friendship between 
Pakistan and the People's Republic of China. The friendship between the 

two countries, he said, had established new standards in international 
relationship. He expressed the confidence that the ties between Pakistan and 
China would further expand with the passage of time. The Pakistan President 
also distributed certificates to Chinese technicians and Pakistani workers 
commending their meritorious service during the construction of the factory. 
[OW201021 Beijing XINHUA in English 0231 GMT 19 May 82 OW] 


CSO: 4020/141 
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"WEN WEI PO' ON CHINA INVESTMENT PROMOTION MEETING 
HK240927 Hong Kong WEN WEI PO in Chinese 22, 23, 24 Jun 82 
[22 Jun 82, p 3] 
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Foreword 

During the "China investment promotion meeting," our newspaper sent a 6-member 
reporting group to cover the event. For nearly 10 days, apart from participat- 
ing the activities arranged by the meeting, we also held a "symposium of 

1l coastal provinces, municipalities and autonomous regions." We contacted 
about 150 Chinese and foreign visitors in and outside the meeting, of whom 
one-third were foreign businessmen, inquired into the condition of talks on 
more than 120 projects and also carried out sample analyses on factors of 
success or failure regarding some of the projects. 


By means of this news coverage, we examined various problems in China's present 
policy of attracting foreign investment, found out about the intentions of 

the foreign businessmen as well as their appraisal of China's foreign economic 
activities and, at the same time, discussed the problems China should pay 
attention to from now on in implementing the policy of attracting foreign 
investment. 


Owing to the extensiveness of the contact this time, we believe that some of 
the problems, views and suggestions gathered by the reporting group are certainly 
typical and will probably be of certain reference value to the parties concerned. 


Therefore, we have synthesized the results from the investigation and study into 
this “news report" for the reference of various quarters. 


Chapter I. Review of the Investment Promotion Meeting 
Section 1. Analysis of Reasons for the Enthusiastic Participation 


More than 1,200 people attended the China investment promotion meeting. On 
the mainland side were nearly 700 representatives from 26 central ministries 
and bureaus and 23 provinces, municipalities and autonomous regions. On the 
foreign visitors' side were more than 400 representatives of 280 companies 
from 29 countries and regions as well as observers and special representatives 
and correspondents from many countries making a total of 494 people. At the 
meeting, 122 projects were put up for negotiations and a total of 70 letters 
of intent or memorandums have been signed for projects. It can be said that 
this first investment meeting held in China has broken the record of similar 
meetings formerly held by the United Nations both in size and in positive 
results. 


This meeting could be described as quite active. The actual reasons are roughly 
as follows: 


Judging from the Chinese side, the most basic reason is that China's open-door 
policy has become more explicit than in the past, and identity of understanding 
has been achieved by the central authorities on this guiding ideology of taking 
advantage of foreign investment to speed up the four modernizations. It is 
reported that the leading members of the superstructure have recently pointed 
out: the use of foreign investment in our country at present is still not 
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active cnough and ts overly cautious. Chen Muhua, state councillor and 
miutster of foreign economic relations and trade, in a speech at the opening 
ceremony emphatically expounded on the question of using foreign investment. 
She stressed: "We think that at the present level of development in the 
techniques of production, no country in the world can possess all the resources 
and funds needed for the development of its own economy or master all the 
advanced technologies of the world. All countries must help supply each 
other's need. At the same time, there is also the question of the rationality 
of economic returns. Every country has its own superiority as well as 
inferiority, and it must obtain its best economic returns by means of 
exchange. Therefore, most of the countries in the world have attached great 
importance to the practice of opening their doors in developing their own 
economy."' This can be regarded as the tone set by the central authorities 

as a result of unified thinking, and it has removed certain apprehensions 

of the preceding period regarding the implementation of the open-door policy. 
Vice Minister Wei Yuming, who presided over the meeting, also said in a speech 
that the relaxation of former restrictions on duplicate projects has removed 
the yoke from various localities and has enabled them to open up and make 

use of foreign investment based on actual needs. All these have given great 
encouragement to the representatives of various localities attending the 
meeting. 


The second reason is, various localities have expressed great enthusiasm in making 
use of foreign investment. Apart from the 122 projects put up for negotiations 

at the meeting, they have also brought along more than 300 anticipated projects. 
One representative said that as a result of this activity, they have profoundly 
realized China can no longer stand in the ranks of world economy and technology 
and prattle about relying on our own efforts. We must also know that the 

long period of closed-door isolation has caused us to lose time and speed, and 
thereby increased our sense of urgency. We believe that with this as the 

starting point, we will be able to better carry out the work of making use 

of foreign investment. 


The enthusiasm of the interior provinces attending this meeting was no les¢ 
than that of the "forerunning" coastal provinces. Before the restructuring 

of the foreign trade system, the foreign trade and export of various provinces 
and municipalities had to pass through one of eight major coastal ports. The 
eight major ports virtually monopolized the channels of export and the 
interior provinces could not bring their initiative and enthusiasm into play. 
In the restructuring of the foreign trade system, a part of the power was 
transferred to the various provinces, and they can now manage their own exports 
under certain conditions. However, they still lack the channels and customers 
to expand outward or to bring in investment. This meeting has provided them 
with the opportunity to develop foreign economic channels, establish relation- 
ships and make a breakthrough in expanding to international markets. This 
posture has also been helpful in making this meeting a success. 


From the angle of the foreign businessmen, they all think that the projects 
put up for negotiations by the Chinese side this time are quite attractive. 
In the first place, this is because preparatory work has been more solidly 
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carried out by the Chinese side. The Chinese governments, both at the central 
and local level, have spent a great deal of time on these projects, including 
the making of feasibility studies, in order to supply the foreign businessmen 
with some basic data including analytical figures to facilitate negotiations. 
In the second place, of the 122 projects put up by China, apart from 

15 projects that are new, the rest are of the nature of expansion and technical 
transformation. Because the old factories have certain technical conditions 
and productivity, economic returns are better. To the investors, this will 

no doubt give them more confidence. In particular, once these projects have 
been approved, they can be brought into line with the state or local economic 
plans and there will be no problem regarding equipment and supply. 


To some of the investors who consider using every means to open up the China 
market or those overseas investors who want to establish production bases in 
China, an investment promotion meeting of this size has precisely provided them 
with a rather good opportunity to forge ahead. For example, the French 
businessman who signed a letter of intent with the Shanghai printing and dyestuff 
plant said that he intends to take advantage of the condition of China's supply 
of cheap labor and resources as the springboard to open up the markets in the 
Far East and Southeast Asia. They are full of zeal and very active at the 
meeting. However, some other businessmen are hoping by means of cooperation 

to obtain raw materials or semi-finished products such as marble from China. 
Some are hoping to use China's unique resources and craft in cooperation with 
their advanced technology to break the craft or market monopolies held by 
certain countries. For example, a German manufacturer said that the market 

for plastic floor tiles in long rolls is at present monopolized by a certain 
country, and he hopes to make a breakthrough by means of cooperating with 

the Chinese side. 


The gathering of foreign economic relations and trade representatives from 
23 provinces and municipalities under one roof in this meeting is indeed the 
chance of a lifetime for the foreign businessmen. In the past, foreign 
businessmen from Europe and America who traveled all the way to Chira hoping 
to make investment and cooperation had to suffer numerous setbacks before 
they could find the way and the right person to negotiate with. However, 
this meeting has provided the opportunity for a wide-range of selections. 

In just a few days they can choose between more than 100 projects from 

23 provinces and municipalities. 


Some of the visitors to the investment promotion meeting have come with the 
idea of testing the climate for investment in China. Their purpose in attend- 
ing the meeting is to find out the situation. They are making use of this 
opportunity to conduct a general survey and test of our open-door policy and 
the tactical strategy we adopted. Based on the contacts between our reporters 
and some of the companies of a "service" nature, this general survey of 

foreign businessmen includes how enthusiastic foreign businessmen are in 
investing in China? How many changes have there been in China's foreign policy 
in the last 3 years and how is it at present? Has uniformity of views been 
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obtained at the higher Chinese official level regarding the absorption of 
toreign investment? Will there be a new policy in absorbing foreign invest- 
ment and what is the rate of profit from investment in China? What should be 
pointed out in particular is that five observers have been sent by four East 
Furopean countries to observe and study this meeting. One East European 
observer told our reporters that the “direct investment" with remarketing as 
the principle content proposed by China is something learned from these nations. 
By doing so, China will imperceptibly increase the absorption of capitalist 
funds by socialist countries and therefore reduce the flow of capitalist 
funds to Eastern Europe. This is why they are paying close attention to what 
is happening. 


Attached chart: Analysis of Companies and Number and Nationality of People 
Attending the Meeting 

















Countries/Regions Number of Companies 
Total Banks Insurance Consultancy Trade Industrial 
Companies 
Hong Kong 8S 8 a 2 2 41 
United States 4° 6 7 1 oe 29 
France 3] 5 -- -- -- 26 
Japan 29 5 l 2 2 19 
West Germany 2 4 ] 1 = 17 
Italy 21 4 -- l ] 15 
England 12 ] -- -- l 10 
4 East European 
Countries -- -- =< -— -- = 
Others 73 8 -- 3 5 57 
Total 286 4] 10 10 1] 214 


Number of People 








Representatives Observers Total 
Hong Kong 80 -- BO 
United States 57 l 58 
France 52 ] 53 
Japan 50 2 52 
West Germany 3] l 32 
Italy 26 5 31 
England 17 l 18 
4 bast European 
Countries -- 5 -- 
Others 205 63 170 
Total 415 79 494 
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Section 2. Analysis of Reasons for the Success and Failure of Project 
Nagotiations 


After 5 days of talks, letters of intent or memorandums had been reached for 
JO projects out of the 122 projects put up for negotiations at the meeting. 
This was more than 50 percent. They consisted of 13 in light industry, 6 in 
the food industry, 10 in the building materials industry, 8 iu the textile 
industry, 5 in the machine-building industry, 6 in metallurgy and 3 each in 
the food processing, medical equipment and chemical industries. 


Every industry has its own unique reasons for its success or failure. Below 
we will try to make an analysis of the 10 different types of industries. 


Of the 29 projects in light industry and the food industry, preliminary agree- 
ment has been reached on 19 projects. This is 66 percent of the total. The 
19 projects can be more or less divided into three categories. They are food 
processing, plastic fibers and leather tanning. The reason these industries 
received more letters of intent is because they are mostly labor intensive 

and have better guarantee of raw materials. Moreover, some of the raw 
materials are peculiar to China or are relatively scarce in the world. For 
exam =, the silica for producing crystalware is a kind of raw material China 
has moor exported. Also, China is the biggest producer in the world of the 
raw mat ial for producing black currant wine. As for the reason why preliminary 
agreemen. cannot be reached on projects such as metal cans and containers in 
this type of industry, is because they involve such factors as patent rights 
and fierce market competition. Consequently, they are unable to attract more 
foreign businessmen registrating for negotiations. 


In the textile industry, of the total of 11 projects put up for negotiations, 
letters of intent have been signed for 8 projects. This amounts to 73 percent. 
Because textile products are restricted by quotas on the world market, some 
sensitive items such as weft-knitted inner and outer garments are unable to 
obtain letter of intent. As for fine count fiber, because only a few countiies 
in the world have mastered this advanced technology at present, for the sake 

of avoiding competition some of the foreign businessmen are unwilling to 

supply this technology. 


Letters of intent signed by the building industry amounted to 53 percent of 
the total projects put up for negotiations, of which the proportion for marble 
slabs accounted for more than one-half the amount. China has rich resources 
in marble, The quality of the marble is good and there are many varieties. 
Unfortunately, the technique of handling after extraction is not very good and 
standards are uneven. We hope that by means of cooperation we will be abl» 

to solve the technical problems. Therefore, preliminary agreement can be 
reached on all the projects for marble. As for high quality cement, which 
requires the most investment in this industry, because such problems as the 
large number of competitors, the greater amount of investment required and 

how to equitably distribute the market are more complicated, negotiations will 
need more time and further planning must be carried out. This is why no 
preliminary agreement could be reached by the close of the meeting. 
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[In the electronic industry, letters of intent have been obtained for 56 percent 
of the projects put up for negotiations. These projects include components, 
telecommunications equipment, calculators and integrated circuits. Most of 
the preliminary agreements are made with European and U.S. businessmen. In 
the process of negotiating these projects, the Japanese businessmen have 
maintained the attitude of not transferring any technological patent rights, 
but the European and American businessmen are happy to supply this kind of 
technology. Consequently, they have taken up all these projects. According 
to the analysis of the foreign businessmen, because European and American 
electronic technology far surpasses that of China, they do not mind supplying 
some less sophisticated technology to China. Whereas, the technological gap 
between Japan and China is relatively small and therefore, Japan has adopted 

a cautious attitude regarding the transfer of technology. However, Europe and 
the United States have also adopted a cautious attitude regarding some key 
equipment or components such as integrated circuits and computers and are not 
yet willing to export the technology to China. So no letter of intent has 
been reached on such projects. 


lt appears that the machinebuilding industry which put up 21 projects for 
negotiations signed letters of intent for only 5 projects, and there is a 

lack of interest on the part of the businessmen. The parties concerned 

held that this is because of the glut of machinery and electric products in 
the world market as well as the depression. Therefore, most foreign business- 
men are unwilling to shoulder the responsibility of remarketing. 


Of the 1l projects put up for negotiations by the metallurgical industry, 6 have 
received letters of intent. The production and technical conditions of the 
factories which put up these projects are quite good, and many foreign business- 
men hope to cooperate with China in developing a third market. Take the case 

of hard alloys. According to an American businessman, West Germany has a 
monopoly in this field. They hope that by means of cooperating with China they 
will be able to cut costs, increase competitiveness and thereby make a 
breakthrough. 


Because there are not many wood processing and medical equipment projects put 
up for negotiations, the letters of intent they received reached 100 percent. 
Ihe condition of the instruments industry is also very good. Out of the four 
projects they put up for negotiations three of the projects received letters 
of intent. Another project which did not receive a letter of intent is that 
for optical lenses. This is because uniformity of views cannot be reached by 
both sides regarding the handling of technology after its introduction. 


Although the chemical industry has a rather abundant supply of raw materials, 
because of the greater amount of special technology required and which the 
foreign businessmen are unwilling to supply, the main points cannot be worked 
out. 
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The general analysis is that projects which produced initial] results in the 
negotiations have the following distinguishing features in common: 


l. The projects concerned use raw materials and mineral resources that are 
peculiar to China. 

2. The foreign businessmen do not only supply the technology and equipment, 
they also act as marketers. There is no contradiction between production and 
marketing and no problem of remarketing. 


3. With an eye on international competition, they combine their advanced 
technology with China's low production and transportation costs to strengthen 
their own competitiveness in the international market. Although these 
products may not be considered as goods in great demand in the international 
market, they at least will not be subjected to trade restrictions. 


4. Exceptional industries, such as industries which will produce greater 
pollution (such as carbon black and glass). 


The reasons for the failure of talks may be summed up as follows: 


1. The difference in motive. Some of the foreign businessmen are only 
interested in selling their equipment and they have no intention of making 
direct investment. 

2. The objective is different. The joint ventures set up by foreign 
businessmen plan to break into the China market whereas the Chinese side 
plans to break into the international market. As a result, the question of 
remarketing cannot be resolved. 


3. The Chinese side wants the foreign side to be responsible for remarketing, 
but the foreign side is unwilling to commit itself either because of its 
marketing ability or the risk involved. 

4, The two sides cannot reach agreement on whether repayment should be in 
primary products or manufactured products. In some of the mining projects 
like marble, for example, the foreign side invariably wants to be repayed 
with raw materials, because the price of raw material is cheaper and they 
can get more resources for the same amount of debt. However, for the sake 
of not becoming a resources exporting country, the Chinese side has refused 
to do so. 


5. The Chinese side has asked for more advanced technology in some of the 
projects and this is not the kind of thing ordinary traveling traders can 
supply. 


6. The great disparity in the conditions put forward by both sides cannot be 
overcome. Or else, the foreign businessmen are only willing to supply certain 
equipment but refuse to transfer advanced technology. 
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Attached chart: Condition of Letters of Intent Signed With Various Trades 











Projects Letters of 
Trades Proposed Intent Signed Percentage 
Light industry 22 13 59 
Food 7 6 86 
Textile 11 8 73 
Chemical 1] 3 27 
Building materials 19 10 53 
Machinery 21 5 24 
Instruments 4 3 . WS 
Medical equipment 3 3 100 
Metallurgy ll 6 55 
Electronics 18 10 100 
Wood processing 3 3 100 
Total 130 70 54 


(23 Jun 82, p 3] 
[Text] Chapter II. An All-Round View of the Problem of Direct Investment 


At this meeting the Chinese Government clearly pointed out that in the near 
future, drawing in direct investment (including investment in joint ventures 
and cooperative undertakings and including cooperative exploration and 
compensation trade) will become the most important form in utilizing foreign 
capital. 


At the present stage, direct investment is a form more suited to China's 
national conditions. Why? To explain the reasons, we should begin with the 
content of direct investment. 


Section I, The Nature and Content of Direct Investment and the Reason Why 
the Chinese Side Prefers It 


The forms of direct investment that China has put forth have long been carried 
out in some East European countries. This is a form to carry out economic 
cooperation between countries with two different economic systems. No matter 
what forms the West European countries adopt in carrying out direct investment 
in the East Eurupean countries, there is one common thing--the marketing of 
the goods back in the West European countries. Therefore, the most essential 
nature of che investment is that it is a kind of bartering of goods. This 
form of utilizing foreign capital is more suited to the present Chinese 
national conditions due to the following reasons: 


First, there is less risk in adopting this form than in receiving ordinary 
commercial loans because the responsibility for the marketing of the products 
is primarily held by foreign businessmen. This form is more suited to China's 
present state of mind of being apprehensive of risks. As for the reasons why 
China is not willing to undergo risks at the present stage, we will give a 
detailed explanation later in this article. (refer to Section V, Chapter IT) 
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Second, this form will bring to China more comprehensive experiences than the 
form of receiving ordinary commercial loans. Taking commercial loans can only 
solve the problem related to source of funds, but through receiving direct 
investment, the Chinese side will be able to raise its technical level, learn 
management experiences, train its workers to observe industrial discipline 
(which is very important for an agricultural community) and master the skill 
of marketing besides solving the problem related to the source of funds. 


The Chinese side is of the opinion that because direct investment integrates 
the interests of both the Chinese and the foreign sides, by adopting this 
form of drawing in foreign capital, more comprehensive results will be achieved. 


Third, under the existing system, Chinese currency cannot be freely exchanged 
for foreign currency or be carried across the Chinese borders. The prices of 
goods in China differ widely with those in the world and some foreigners are 
complaining that China's official exchange rates tend to be fixed too high. 
All this hinders the free circulation of international funds. Therefore, 

the Chinese side can only adopt a relatively elementary form of economic 
exchange--the form of bartering goods and using Chinese products to barter 
tor foreign machinery and equipment. The above-mentioned three reasons 

prove that the present Chinese national conditions determine that China 
should adopt the form of direct investment to draw in foreign investment. 
This is a correct pclicy decision. 


Section II. A Few Practical Problems That in the Opinion of Foreign Businessmen 
Should Be Solved To Facilitate Direct Investment 


However, a series of practical problems will crop up in carrying out this form 
of drawing in foreign investment. Businessmen from capitalist countries do 
not feel like investing in China in this form for the major reason of the 
marketing of the products in their own market. If we leave the few goods, 
such as petroleum, coal and tungsten ore, that are in short supply in the 
world, in negotiations we often encounter the following practical problems 
concerning the marketing of the goods back in the market of the investors: 


l. Often, the suppliers of the equipment are not the traders of the products 
of the equipment. They only know the equipment of production and do not know 
how to market the products of the equipment. Furthermore, they do not have 
the proper channels to deal with these products. Therefore, they have to 
consign the marketing to other businessmen and thus lose a part of their 
profits. 

2. The prices of goods in the international market often fluctuate greatly 
and if the products are taken back just at the time when the prices are 
falling, the interests of the equipment suppliers will be greatly harmed. 


3. Taking back the products is, in fact, a kind of bartering transaction, in 
which, it is very difficult to find a satisfactory way to fix the prices of 
the two different kinds of goods in order to calculate how many products the 


Chinese side should give foreign businessmen in exchange for the equipment. 
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4. No matter whether the foreign firms are big or small, they often have to 
get bridging finance from banks before the investment has been turned into 
productive force. Unless the Chinese side has obtained the guarantee of the 
Bank of China in drawing in the investment or the prospects of the products are 
good on the market, the banks will usually refuse to accept a contract involv- 
ing bartering goods as a security to provide the bridging finance. It is 
perhaps possible for a big firm to tide over this difficulty, but it is hard 
for a small firm to do so. 


>. The sudden creation or increase in the export or import duties of the 
goods in the countries concerned will reduce the profits of foreign business- 
men. 


6. For a foreign manufacturer, a direct investment in China to take back the 
same goods as it produces means helping Chinese industry to compete with itself. 
Then the division of market shares will often become a very difficult problem. 


All the above-mentioned problems are actual and practical ones. They must be 
solved in order to facilitate drawing in direct investment. 


Section III. How Are We To Overcome the Difficulties Related to Drawing in 
Direct Investment 


How are we to overcome the difficulties caused by the taking back of the 
products? According to a synthesization of the opinions of the Chinese side, 
the foreign side and a few UN officials, we can view this problem on a long- 
term, medium-term or short-term basis. 


Viewed on a short-term basis, we can solve the problem by means of "comprehensive 
compensation." Here comprehensive compensation means solving the problems by 
forming a joint venture of three parties--one Chinese party and two foreign ones. 
One foreign party is the supplier of equipment (A), the second is the Chinese 
joint venture enterprise (B) and the third is a foreign trader of goods (C). 

A sells machines to B, B sells products to C and then C pays B for the products 
and enables B to pay A for the machines. In this way, we will manage, with an 
effort to solve this problem. However, it has been pointed out by a foreign 
businessman that the key to the success of the cooperation of the three 

parties lies in whether the Chinese side is able to maintain quality, stabilize 
price and deliver products on time. Otherwise, the trader of the products will 
suffer losses. For, in fact, in this kind of tripartite cooperation, the 

trader of goods pays the Chinese side in advance to enable the Chinese side 

to pay the equipment supplier. 


Viewed on a medium-term basis, China should gradually formulate a series of 

import substitute policies. China should divide the projects that are tw be built 
up by drawing in foreign investment into three categories: those that produce 

for the domestic market, those for the foreign market and those for the foreign 
and domestic markets. Through unified arrangement, the state should use the 
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reign exchange it has obtained by selling the goods that are produced solely 


r export to repay the foreign investment drawn in for producing the goods 
that are to be sold at home. 


Ihe projects that are put forth at the meeting are all of a uniform type, that 
is, they are all projects that are to produce a part of their products for 
export in order to earn foreign exchange to repay the foreign investment. For 
every project, the receipts and payments of foreign exchange should be balanced. 
This is a “uniform" policy. This policy will not give rise to any difficulties 
for the projects that are to produce the products that are in great demand 

on the world market. But it will give rise to serious difficulties of 

balancing foreign exchange receipts and payments for the projects that produce 
goods that are not in great demand or are not very competitive on the world 
market but are in very short supply on the domestic market. For example, 

plate glass. This is a product that is in seriously short supply at home, 

but it is unsalable on the world market. However, China has to pay a large 
amount of foreign exchange to import plate glass. The state must allow the 
drawing in of foreign investment for building projects to produce this kind 

of goods to satisfythe demand at home and use the large amount of foreign 
exchange saved due to the cessation of importing the goods from abroad to 

repay the foreign investment. This is what is meant by the "import substitute 
policy.” Even the governments of some Southeast Asian countries of a capitalist 
nature can allocate their foreign exchange to projects that will produce products 
that these countries are in urgent need of to draw in foreign investment to 
produce. We must have better conditions to do this in our country, because 

ours is a country with a planned socialist economy that takes into account the 
situation and interests of the whole country. If we adopt this policy, we 

will enable some projects to be free from the responsibility of balancing 
foreign exchange receipts and payments and thus solve the problem related to 

the taking back of products. 


However, some Chinese delegates have pointed out that in order to implement this 
policy, we should first solve two problems: first the system and second the 
understanding. 





Regarding the system, the present price structure in our country differs greatly 
from that in the world. Under such circumstances, the adoption of this policy, 
although it will not cause imbalance in foreign exchange receipts and payments, 
will give rise to profits or losses in foreign trade departments when the 
foreign exchange received from the export of the products is changed into the 
currency of our country. If we fail to solve this problem, we will also 
encounter many diff.iculties. 


Regarding our understanding, we should adopt a correct attitude toward "foreign 
exchange."' According to Western economic theory, we should realize that there 
is another factor that affects the value of foreign exchange, namely, time. 
Viewed in terms of development, with the progress of time, the foreign exchange 
in our hands is reducing in value day by day because of inflation and at the 
same time technology is also progressing with increasing speed. The technology 
(if it is second-class) that we postpone to introduce because of cCorservation 
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ign currency today wiil become third r trourthn-ciass r even obsolete 
when we Duy it tomorrow. The application of any technology in industry 
undergoes the stages of creation, development and obsolescence. When the 
technology is at the stage of creation, people will not sell it to us. 
On the other hand, when it is at the stage of obsolescence we should not buy 
it, because it will soon be substituted by new technology. Therefore, what 
we need is the technology that is at the stage of development and that we 
need and can afford to buy and that people are willing to sell to us. As 
long as we know for sure that the products and technology are at the stage 
of development, we must promptly and resolutely use our foreign exchange 
to buy it. 


from a long-term point of view, the delegates from both the Chinese and foreign 
Sides are of the opinion that we should abandon the view of "daring not to 
borrow money.” This will be analyzed later in a separate section. (refer 


to Section V, this chapter) 


Section IV. The Limitation of Direct Investment and the Problems That the 
Chinese Side Should Pay Attention To 


Because there are quite a large number of problems related to direct invest- 
ment that are not easy to solve for the time being (refer to Section [number 
indistinct] of this chapter), China should make a clear estimate of the 
limitation of this form of drawing in investment. The form of cooperation 

that is mainly aimed at taking back products can only be treated as a special 
form of international trade, and cannot be treated as a form that is universally 
applicable. Perhaps, it is because of this reason that Wei Yuming stressed the 
phrase "in the near future" when he put forth regarding direct investment as 
the major form. This has also been proved by the experiences of the Soviet 
Union and East Europe. They have adopted this form of cooperatior to expand 
their economic cooperation with the West for as long as 20 years, but the 
amount of export in this torm constitutes les than 88 percent of 

the total export value of these countries. From this, we can clearly realize 


the limitations of this form. 


Besides realizing the limitations of this form, China should also be informed 
of the possible side effects of this form. Here, it is also worthwhile to 
refer to the experiences of the Soviet Union and the East European countries. 
In 1980, the UN European Economic and Social Council publishes an investigation 
report on the cooperation between East and West Europe in carrying out direct 
investment. This report enumerates in detail the inconveniences that this 
form has brought about to the countries that draw in direct investment. 

1) The countries that import the technology are often in a weaker position 
than those that export it, therefore, the prices of the products taken back 
are often forced down. 2) After the agreements were signed, the East 
European countries often included the manpower, funds and materials that the 
joint venture enterprises needed, the products of the enterprises and the 
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foreign exchange these products would bring in their plans. However, when 
there was a depression in the capitalist market, the foreign parties of the 
joint ventures often asked for a cessation or a reduction of production. 
[his often gave rise to a waste of the resources and manpower that had 
already been allocated to these enterprises. This also made these countries 
unable to get the foreign exchange they planned to get through the joint 
ventures to import goods in accordance with their plans. Therefore, if 
there is some trouble in the situation, the fulfillment of the state plans 
will be affected. 3) The goods taken back often run into resistance in 
Western markets. In trades such as the chemical industry that suffered 
relatively seriously from the competition of the goods taken back, a 
campaign was launched to stop investment in East Europe. This was detrimental 
to the implementation of the policies to draw in foreign investment in the 
East European countries. Above are the major points of inconvenience that 
have been caused. Because of the limited length of this article, we will 
not go into the details. This report of the UN organization was both 
detailed and objective. We suggest that the relevant department of the 
Chinese side translate and distribute this report to all the working 
personnel concerned. 


Section V. Why China "Dares Not To Borrow the Money Offered It" and How To 
Change This Situation? 


We have mentioned (refer to Section III) both the Chinese side and the foreign 
side agree in the view that China should abandon its fear of borrowing money 
in order to thoroughly overcome the limitation of direct investment. Among 
the foreign businessmen who came to attend this meeting, there are more than 
50 banks or financial institutes. Their aim in attending the meeting is that 
they hope that agreements about some projects will be reached so that China 
will use more of the credit quotas that foreign banks have provided it with. 
One of the foreign bankers summarized the feeling of the banking circle on 
China's entry into the international financial market. He said, "At first 

we felt heartened, but later, we became disappointed." This is because China 
has by now used less than one-tenth of the credit quotas that the international 
banking circle has provided it with. From the angle of the bankers, as long 
as China dares to borrow commercial loans, there will be no problem about 
taking goods back to be marketed by investors. 


In interviewing both the Chinese and the foreign sides, this reporter paid 
special attention to inquiring into the reasons why China dares not borrow 
money at present. According to the opinions of both the Chinese and foreign 
sides, the following factors have given rise to the phenomenon of "daring 
not to borrow money.” 


First, the basic reason lies in bad administration and management which delays 
the returns of the funds and lengthens the circulation of funds and thus 
aggravates the burden of interest. 
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Second, at the beginning of its adoption of the open-door policy, China failed 
to make investigation and study of the international market or to set up 
effective marketing networks. As a result, it has few foreign trade channels 
and its products are not very competitive. This makes China f2el uncertain 
whether it will be able to earn enough foreign exchange by exporting its 
products to repay the debts and this makes China regard borrowing as a "risk." 


Third, for many years people have gotten used to using funds without paying 

interest under the original economic system of our country. Therefore, the 

idea of cost of money has not yet been established in people's minds there. 

They do not know about having to pay for employment of funds and do not have 
the ability to make the most efficient use of a certain amount of money. 


Fourth, under the political and social system in our country, people are 
satistied with observing the oid rules and leading a smooth life without 

any risks. Though their livelihood cannot be described as good, at least 
they have enough food and clothes. This security in life that is guaranteed 
by the society and our stress on obeying commands and following unified 
arrangements has given rise to a social psychology of people being unwilling 
to take risks. 


Fifth, a bias against borrowing left over by history. According to the moral 
concepts of both Chinese and Western civilization during the feudal middle 
ages, borrowing is regarded as a sign of degeneration and interest from lending 
is treated as ill-gotten gain. However, the development of capitalism in the 
West has long since thoroughly changed this viewpoint. Nevertheless, because 
China has not yet been seriously affected by capitalist ideology, it still 
regards making profits by lending as a phenomenon of class exploitation. 
Moreover, the memory of our country being up to its ears in debt both at 

home and abroad in our modern history and of the blockade by the United States 
and the historical lessons of the Soviet Union forcing us to repay debts have 
put people on their guard against borrowing. That is why in spite of the 

CCP Central Committee's major policy decision of utilizing foreign capital for 
speeding up our economic construction, we remain overprudent in borrowing 

and thus cannot open up new prospects. Last year, we achieved a surplus 

in toreign trade by reducing imports. We soon proposed returning some of our 
loans in advance. This proves that we are still governed by the viewpoint of 
"no borrowing, no trouble."" It is not easy to remove these ideological obstacles 
that have taken shape under the influence of customs and traditions. Further- 
more, there are some practical factors in the situation of China's economic 
development that make it difficult for China to borrow in the international 
financial market at the interest rate of 15 to 16 percent. However, in spite 
of all the above-mentioned reasons, they hold that China should not keep 
itself out of the international financial market. For up to now, the 
international financial market has remained to be the greatest source for 

the majority of developing countries to obtain funds. Every year, the funds 
that the developing countries obtain from this market is many times more than 
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what they get from the bilateral aid between governments of different countries 
and from the aid of international financial organizations. For a country with 
abundant resources and an acute shortage of funds like China, it should regard 
it as part of its long-term strategy to vigorously create subjective conditions 
in order to courageously utilize this financial market and thus win time and 
speed for the four modermizations. 


People are of the opinion that in order to remove these customary, ideological 
and psychological obstacles that have taken shape under the influence of 
history and system, a full set of new concepts about borrowing should be 
established in China. These new concepts are as follows: 


1) Borrowing money is, in fact, an action to make the funds at home and abroad 
serve us. Regarding this concept, Minister Chen Muhua has already made a pithy 
exposition. This concept is true for all the enterprises as well as for the 
state. This is because it is impossible to establish modern large-scale 
production if the enterprises can only use their own funds. Therefore, we 

must thoroughly break the ideological fetters of self-sufficiency that are 
usually found among the producers in a small-scale agricultural economy. 


2) Interest is the cost of using funds. In employing funds to exchange for 
technology and equipment in order to develop productive force and make profits 
we must regard the interest on the funds as a reasonable cost of production 
and thus eliminate the erroneous viewpoint resulting from the habits of using 
funds without paying interest. 


3) We should establish in our minds the enterprising spirit of having the 
courage to take risks. The whole history of industrialization can be said 
to be a history of how entrepreneurs courageously underwent risks and opened 
up new fields of production and technology. 


4) Never entertain the unrealistic hope of getting low-interest loans. Our 
policy should be based on breaking into the international financial market 

to develop competition. The speeches of the relevant responsible persons of 
our country have often betrayed the hope of obtaining low-interest loans. 

In reality, it is impossible in today's commercial society to get low-interest 
loans that are lent without some strings attached. According to the estimate 
of the United Nations organization, the total amount of the various low- 
interest loans that the international organizations and the governments of 
various countries have provided the developing countries with, constitute's 
only 5 percent of the total amount of funds that have flowed into the 
developing countries. Besides, in a commercial society, the interest rate 

of the so-called low-interest loans (such as the export credit provided by 
governments) is, in fact, net low. The reason is that export credit is provided 
only for purchasing the products of the countries giving the credit and if 
these countries raise the prices of their goods by a small percentage, they 
will more than offset what they lose by lending at a low interest rate. Those 
who hope to obtain low-interest loans must take this into account, 








9) We should form the habit of borrowing money, paying interest and making 

the best use of the borrowed money. In order to achieve this, we should 
vigorously perfect the financial system in our country and turn our banking 
system from playing the role of a “housekeeper" and a "teller" to the allocater 
and mobilizer of social funds. Take loans in foreign exchange, for example, 
the Chinese enterprises should start studying how to utilize high-interest 
loans by borrowing foreign exchange loans from the Bank of China and thus 
gradually master it. At this meeting, this reporter joked with a delegate from 
the Bank of China, saying, "You suffer most. You are blamed not only by people 
of the same trade abroad for not daring to borrow but also by enterprises at 
home for being unwilling to lend the money you have." Under the present 
system, the Bank of China is really in a difficult position. 


Here, we should like to give a convincing example to prove that a high interest 
rate is nothing to be afraid of if only an enterprise is managed well. 


Since 1979, a period of high interest rates has begun for the world economy. 
The most preferential rate of interest in Hong Kong rose from 14.5 percent 
at the end of 1979 to 20 percent. This is very unfavorable for China that 
has just started the implementation of its open-door policy. 


In August 1979, the Dongfang Hotel in Guangzhou borrowed HK$20 million for 
fittings. At that time, the most preferential rate of interest in Hong Kong 
was 14.5 percent. By October the next year, the Dongfang Hotel repaid the 
loan with all the interest. In August 1980, it borrowed HKS$10 million more 
and promised to repay the loan with the rents it would collect. The interest 
rate of the loan was 15.8 percent. By September 1981, it had repaid the 
second loan. 


After it was fitted out by utilizing the foreign loans, the Dongfang Hotel 
raised its rents by 50 percent and thus greatly raised its profit ratio. 
Before the fitting out in 1979, its net profit ratio was 9.38 percent, but 

in 1980, the ratio rose to 33 percent. In 1981, it further rose to 

56.23 percent. This profit ratio was a few times more than the interest rate 
of the loans. (refer to the table attached at the end of this article) Before 
drawing in foreign capital, 70 percent of its net profit came from rents 

ind 30 percent from its restaurant while the profit from its shopping arcades 
and recreation facilities constituted a very small percentage. After drawing 
in foreign capital, new shopping and recreation facilities were installed and 
the structure of its profits changed greatly. According to the figures at 
the end of 1981, the profits from rents fell to 40 percent of the total 
profits, those from the restaurant remained at 30 percent, but those from the 
shopping arcades and recreation facilities rose to 30 percent. This example 
vividly proves that under certain conditions, a high interest rate is nothing 
to be afraid of. So long as an enterprise can improve its administration and 
management, it will be able to handle a high interest rate. 
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Attached table: Growth of Profits in Dongfang Hotel in Guangzhou After It 
Borrowed Commercial Loans 


Most Preferential 











Profit Interest Rate Per- 
New Fixed Ratio centage (average rate 
Year Profit Assets (percentage) at year end) Note 
1979 300 3,174 9.53 14.5 l 
1980 1,150 3,465 33.19 17 
1981 2,050 3,646 56.23 16 3 
1982 2,500 (expected figure) 


Statistics not yet complete 
Protit ratio is equal to net profit divided by fixed assets multiplied by 100. 


Unit: 10,000 yuan 


Ll. In August that year it borrowed HK$20 million 

2. In October that year the first loan was completely repaid. In August 
that year another loan of HK$10 million was borrowed 

3. At the end of that year the second loan was repaid 





[24 Jun 82, p 3] 


[Text] Chapter III. Several Suggestions on Doing a Good Job of Absorbing 
Foreign Investment in the Future 


After holding extensive talks with both Chinese and foreign representatives, 
this paper's reporting group would like to put forth the following suggestions 
regarding the absorption of foreign capital into our country in the future: 


Section 1. Leaders at All Levels Must Unify Their Understanding, Only Thus Can 
They Facilitate the Absorption of Foreign Capital 


Making use of foreign capital to speed up the four modernization drive in our 
country is a new problem which our country has encountered and it is inevitable 
that a series of probleme will derive from this. Some of these problems are 
problems of understanding and some are problems of essence such as “will 
absorption of foreign capital cause us to lose our sovereignty” and the 
absorption of foreign capital will inevitably pound at our current economic 
management system. Some of the problems are problems of experience, such as 
the rash advance which appeared earlier and insufficient preparation and 
understanding before the import of technology. It is normal for people to 

hold different views regarding this series of problems. However, when this 
difference in view reflected in the handling of problems of policy and specific 
problems, it will steadily give others a sense of insecurity and inconstancy. 
Sometimes, people will find themselves at a loss as to what to do. 
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mans Of actuai practice and incessant! making summations over the past 


$ years, our government has realized the fact that, regardless of size and 
ial situation, countries should adopt an open-door policy to help 
ipply each other's needs and brings their own superior features into full 
play. We have realized the fact that we have been overcautious and not 
enthusiastic enough in making use of foreign capital and the fact that it is 
hard to avoid a certain amount of duplication in importing technology in a 
country as big as ours. The CCP Central Committee has unified people's 
understanding of these problems, greatly encouraging the Chinese repre- 
sentatives to this meeting and eliminating certain obstacles in enthusiastically 
making use of foreign capital in the future. In our opinion, the understanding 
t the leaders at all levels of the question of making use of foreign capital 
should be unified on this basis. 


Section 2. Localities Should Be Allowed To Bring Their Initiative Into Play 


During this meeting, some items which were originally considered as unqualified 
to be proposed to absorb foreign capital turned out to be practicable and letters 
of intent have already been signed with foreign merchants. Among the 75 items 
r which letters of intent have been signed, 25 items were of this kind, 
accounting for one-third of the total number of items. Although these items 
were included in the first 130 of the state's items, as viewed from the state's 
situation, they were considered unimportant on the grounds that they do not 
possess mature conditions, or are duplicate items or may affect the compre- 
hensive balance of the overall situation. However, they have now been proved 
practicable by the hard efforts of the localities. This shows that, as far 
as the work of making use of foreign capital is concerned, the authorities 
concerned must also give the lower levels greater power, allowing the 
localities to enjoy greater decisionmaking power. Thus, they will try 
every possible means to create conditions for the realization of the items. 


Section 3. Mapping Out a Long-Term Plan for Utilizing Foreign Funds 





One obvious advantage of absorbing foreign funds in the form of this invest- 
ment promotion meeting is that the Chinese side can act in a more planned 

way and more freely exercise its own choice and its own initiative. This 
is a breakthrough in the field of making use of foreign funds in our country. 
On this basis, we think, it is necessary to work out a long-term plan for 
using foreign funds. We should make a scientific estimate of the total 
amount of foreign funds that will be needed in the coming decade or two. 
According to this estimate, we should make an appraisal of what amount of 
funds we can raise through trade and nontrade channels, and find out how 

we can manage to obtain the balance we need from abroad. Meanwhile, we 

must be clear about the terms of loans and their rate of interest, the 
proportion between the amount of loans to amortize and the total of foreign 
exchange to be earned from exports each year and how to ensure the proportion 


without change. Only by so doing, ca set an objective to work for and 
1 standard to follow so as to avoid v lation. 
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ren Charan oe, it is Necessary lo tnhance Strategic Views in Commerce and To 
»trengthen China's Position in Negotiations 


By virtue ot this form of meeting, the Chinese side has gained great initiative 
in the negotiations. However, due to lack of experience and information, the 
Chinese side still failed to give full play to the initiative it had gained 
and to win a strong position in negotiations at the meeting. An old Chinese 
saying is "know the enemy and know yourself, and you can fight a hundred 
battles with no danger of defeat." In today's society, professional knowledge 
and intormation are an important source of strength. On this question, we 
would like to know whether the Chinese side knows well its counterpart 

betore coming to the meeting. Through our contacts with delegates, Chinese 
and toreign, in the meeting, we find that the Chinese side should spare no 
efforts to make investigation and study of the commercial situation so as 

to strengthen its position in negotiation. At present, we think, they should 
make good investigation and study in the following three spheres. 


1) Technology 


The technology in every kind of industry is always changing and for every 
specitic technology, there are three stages, namely, the stages of creation, 
development and obsolescence. The commercial value of a technology differs 
when it is at a different stage. In introducing foreign technology, we should 
be thoroughly clear which stage the technology is at and the future trend of 
the development of the technology. Thus we will be able to negotiate a 
favorable price. 


<) (.ustomers 


In investigating a customer, we should thoroughly inquire into not only their 
credit-worthiness, but also their internal structure, any change in their 
personnel, records of their recent transactions (including quantities and prices), 
what they plan to do and other details. Unless we are clear about everything, 

we Cannot gain the initiative. 


4) Market 


Ihe delegates from many provinces and municipalities have told us that in 
running projects involving processing foreign goods and compensation trade 
that they have set up during the past 3 years, they often have to entirely 
or partially stop production due to shortage of materials resulting from 
problems related to the market. This highlights the importance of market 
investigation. If we have made a satisfactory investigation of the market, 
we will be able to know the range of the prices of the goods that are 
acceptable on the international market, and thus be in a more favorable 
position in carrying out negotiations. 
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were reated was that after this tactory gained the privileged position of 
int-venture" enterprise, it also had more autonomy in the arrangement 
anagement of manpower and financial and material resources as well as 
in production, supply and marketing. It was able to improve its management 
more treely. In other words, the increase of production ami the creation 

)t more profits chiefly depend on the improvement of management, and do 

not depend on foreign technology and management or on foreign markets. This 
example shows that before the role of foreign capital is brought into play, 
the mere smashing of the trammels of conventional practices can bring great 
gains to the enterprises. (By giving this example, we only mean to encourage 
making realistic analysis, and by no means mean to belittle the role of 
foreign investment. Therefore, we hope the two sides in the companies 
concerned will not misunderstand our purpose.) 


we believe that exaggerating the role of foreign capital will inevitably 
lead to neglecting our own potentials. The question of how to tap the 
enormous potentials in China is of great importance at present. After visiting 
several provinces, we make bold to say that China has been paying greater 
attention to funds, technology and equipment in importing foreign capital. 
\s a matter of fact, the import of foreign capital plays a more important 
role, which is of tundamental importance, that is, it will bring about great 
hanges in China's existing economic and management systems. China's 
existing economic systems cannot suit the needs c* the swift development 

the economy. The main drawback of the existin: economic systems is 
"interference." Of course, interference is necessary. "Interference" 
mentioned here refers to being too rigid in interference and interfering too 
nuch. The joint-venture enterprises are just in a privileged position to get 
rid of such “interference.” That is why some enterprises are eager to cooperate 
with foreign firms. Although they have different motives, the main motive 
is the same. That is, to get rid of the “interference” and gain more 
decisionmaking power. 


While expounding the policy at the investment meeting, Vice Minister Wei Yuming 
expressed that ample decisionmaking power for joint-venture (and cooperation) 
enterprises will be guaranteed. There are altogether seven aspects of this 
power: manpower, finarce, material, production, supply, marketing and 
technology. In these seven aspects, joint-venture enterprises enjoy much 
greater power than ordinary enterprises in China. If these ordinary enter- 
prises are given the same decisionmaking power, we believe that under similar 
conditions, their achievements will not be second to those of joint-venture 
enterprises. This does not mean that we want to play down the role of 

bsorbing toreign investment. On the contrary, we want to stress that we 

uld not overlook the elimination of drawbacks in structure and management 

when we try to release the tremendous potential in enterprises. Here, 
enterprises with foreign investment precisely play the role of pounding 
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bestdes, we hold that technology will not be transferred for nothing. Although 
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it j tld that there ire no national boundaries for technology, all 
technology is under private ownership as far as industrial ownership is 
oncerned. China is ready to pay considerable prices. At this meeting, 


reign businessmen felt that their Chinese counterparts in negotiations often 
nrealistically expected them to supply advanced technology but were not ready 
to pay substantial prices. A foreign businessman who came to negotiate color 

for color film had been monopolized 
by several companies and technology in this field »>.uld not be transferred 
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injess China was ready to pay an enormous price tol a patent. AS a matter 


tilm business said that the world market 


ot tact, even if China is willing to pay the price, foreign businessmen 
may not sell it because they are afraid that it will be popularized everywhere 


Similar cases occurred in the electronics field. An American company said that 
it was simply impossible for China to buy the technology for fourth-generation 


omputers with the terms it had put forward. China started running joint-venture 


enterprises 3 years ago but none of these enterprises involves advanced 
science and technology. The reason for this is quite evident. Science and 
technology will not be transferred for nothing. Through this meeting, people 
have come to realize that friendship is one thing but accounts must be duly 
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Undoubtedly, this meeting has scored successful results. A UN official said 
to the reporting group privately that at the opening session of the meeting, 
Minister Chen Muhua held talks with senior UN officials and they forecast 
possible results of the meeting (the number of letters of intent signed). 

lt turned out that the number of letters of intent signed was 100 percent more 
than estimated. This shows that although some concrete problems remain unsolved 
in making investment in China, foreign bucinessmen have much faith in such 
investment and China also warmly welcomes such investment. We believe that 
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these concrete problems will gradually be solved with the accumulation ot 


experience. China's economic cooperation with foreign countries has bright 








"WEN WEI PO' CARRIES CHINA TAX CHIEF'S SPEECH 
HK1 80943 Hong Kong WEN WEI PO in Chinese 16 Jun 82 p 3 
(Report: "China Tax Bureau Chief Attends Seminar" ] 


[Text] Liu Zhicheng, director of the tax administration of the Ministry of 
Finance of the PRC, said at a seminar yesterday that under the guidance of 
the open-door policy, in order to create a better environment for investment 
and lure foreign capital to help the development of economic modernization 
in China, the quarters concerned must establish a perfect tax system to 
speed up the progress of such work. He also revealed that at present, some 
tay laws, such as company laws, and so forth, were being formulated. 


Liu Zhicheng and four responsible persons of the Ministry of Finance plans 
call tor them to visit Hong Kong, New York and Houston at the invitation 





of Price Waterhouse International (known in Hong Kong as Lowe Bingham & Mathews), 


to talk on China's new laws and regulations governing taxation of foreign 
enterprises and to convey the spirit of the relevant tax laws. Yesterday's 
seminar was the tirst held by them on the trip. Yesterday, director 

Liu Zhicheng gave 2 oprief description of the tax laws. Wei Kefa, another 
responsible person of the Ministry of Finance, also gave a special report on 
accounting problems concerning Chinese-foreign joint ventures. The relevant 
responsible persons further answered questions raised by people in different 
professions attending the seminar. This helped resolve some of the latter's 
uncertainties about foreign tax liability in China. 


At the same time, [Hong Kong] commissioner of inland revenue Ladd and a 
representative of Lowe Bingham gave speeches on relevant tax revenue problems 
in Hong Kong. 


Among the 300-odd people in various professions attending yesterday's seminar 
were bankers, accountants and businessmen trading with China. 


Given below is the full text of the speech by Liu Zhicheng, director of the 
tax administration. 


At the invitation of Price Waterhouse International, we and our colleagues have 
come here to attend this seminar. We feel very happy today seeing all of our 


friends. To promote the development of economic exchanges between countries 





¥ etween regions, it is highly necessary to hold a forum on the relevant 
taxat problems. [It can promote understanding and an exchange of views. 
vith great enthusiasm, we will take part in the activity now being sponsored 
by this accounting firm. In December last year, our NPC promulgated the 
foreign~-enterprise tax law. In February this year, the Ministry of Finance 

nounced the implementation rules and regulations. Now I will give a brief 
description of some main problems concerning the tax law. I sincerely hope 
that those ladies and gentlemen present will give their opinions on certain 
problems and hold discussions, I will chiefly deal with things in three 
respects 

he increasing perfection of China's tax laws involving foreign ventures. 
') The spirit of the formulation of the "foreign-enterprise tax iaw" and its 
beaturs¢ 

}) Several policies to be clarified. 
he Increasing Pertection of China's Tax Laws Involving Foreign Ventures 

“aq } | . , : maltlrinw tia a 94 lacey ~dle . . 

Carrying out tne Open-agoor economic poilcy 18 a major poilcy decision aimed 
at meeting the needs ot modernization. With the development of economic 
exchanges with foreign countries, new problems have arisen in taxation. In 
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light the state's economic jf 
taxat n system to stimulate the develo 


pment of 


molicy, we must formulate an appropriate 


these economic exchanges. 


[In September 1980, the NPC passed and promulgated the "law governing incore 
taxes for Chinese-foreign joint ventures" and "personal income tax law. 

In December 1981, the NPC promulgates the "foreign-enterprise tax law." 

[hese several laws provide clearcut stipulations on how to tax various 

ources of income derived from China through various forms of Chinese-fore‘gn 
economic cooperation, such as joint ventures and cooperative ventures, or 
independent establishments set up in our country by foreign enterprises 

ind various economic organizations of foreign countries. These sources 

‘ome are funds, the authorized use of technology, leases, services, 
royalties and so forth. A legal basis is also provided for protecting the 
legitimate interests of investors and maintaining the sovereignty of the state. 

[The Spirit of the Formulation of the "Foreign Enterprise Tax Law" and 

lts Features 

lhe foreign-enterprise tax law was formulated on the basis of summing up 
experiences in enforcing the law governing come taxes for Chinese-foreign 
VOL ntures and also on the basis of the tax laws of foreign countries. 

Ihre laws have something in common in :egard to both the spirit cf 

ion and guiding ideology. But as independent laws, they naturally 

at ir own features. 





reipn-enterprise tax law" and the "law governing income taxes for 
inese-foreign joint ventures" share the same spirit of legislation. They both 
ali tor the thorough implementation of the principle of equality and mutual 
benetit. They help stimulate economic exchanges between China and foreign 
countries. They help attract foreign capital, technology and management 
nowledge. Therefore, they are both embodiments of the spirit of the policy 
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alls for levying light taxes, simplifying procedures and giving 
preferential treatment. 


Ihe "toreign-enterprise tax law" 


and the "law governing income taxes for 
Chinese-toreign joint ventures" involve the tax obligations of different 
people. Therefore, there are differences in regard to concrete stipulations. 
There are chiefly two differences: 
Ll. The "toreign-enterprise tax law" cails for progressive taxes on income 
over and above a given amount and for levying more taxes on more profits and 
less on less profits. This is in line with the actual conditions of an economic 
venture of this kind. As things now stand, there already are several hundred 
Chinese-foreign cooperative enterprises in China. They are different in their 
production and operation scale. Their profit levels also vary greatly. For 
example, some small enterprises show an annual profit of only several tens 
thousand yuan while that of some big ones reaches upwards of 10 million yuan. 
lf taxes are set at a fixed proportion, the tax burden imposed is not suffi- 
iently rational. This also does not help the operation and development of 
medium-sized and small enterprises. The adoption of progressive taxes on 
profits over and above a given amount suits this situation better. It is 
ippropriate to impose relatively heavy taxes on big enterprises and to give 
medium-sized and small ones preferential treatment. Even the maximum rate of 
‘O percent called for by the tax law is also relatively low compared with the 
income tax rates of many countries. Given a base for taxation prescribed in 
ir “"“foreign-enterprise tax law" which is higher than in many countries, the 
ictual tax burden is much lower. The system of progressive taxation for profits 
over and above a fixed amount gives further expression to the spirit of the 
policy calling for rational tax burdens. This is the first feature of the 
foreign-enterprise tax law." 


Profits after taxes are at the disposal of enterprises and are not subject 
to other taxes, whether or not they are taken out of the country. Thus, the 
tax burden is rational and the procedures involved are simplified. 


| want to give a brief description below of the main contents of the foreign- 
enterprise tax law. 


Ihe term foreign enterprise in the tirst article of the tax law refers to any 
oreian company, enterprise or organization which has set up establishments in 
China. Establishments generally mean commercial apents, management departments, 
rranches, agencies, factories, sites for the exploitation of national resources, 


onstruction sites, installation sites or sites for mining. 
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reigmu enterprises which have set up establishments in China are subject 


J 


to progressive taxation. The tax rates are in five stages. On the first 
250,000 yuan in profit, the rate of 20 percent is levied. If the profit 
exceeds | million yuan, the maximum rate of 40 percent is imposed. In addition 
a local surtax of 10 percent is levied on the amount of taxable income. 


heretore, counting the local surtax the etfective rate of taxation on a profit 
t 250,000 yuan is 30 percent. The effective rate on a profit of 1 million yuan 
is 37.5 percent. According to a provision in the law, the amount taxable means 
the balance less costs, expenses and losses within the year of taxation." 


A provision in the law says that in assessing taxable income, some expenses 
are not deductible. These include capital expenditure on purchased machinery, 
equipment, housing and other assets; expenditure on patents, on the right to 
use supplied technology, and other intangible assets bought; interest paid on 
capital, income taxes and local surtaxes; fines imposed for poor management or 
losses arising from confiscated property; extra expenses arising from delaved 
payments and fines imposed; losses caused by storms, floods and fire that 

are covered by insurance; donations for purposes other than public welfare; 
royalties paid to the head office and relevant expenses incurred in commercial 
Operations. 


Ihe administrative expenses allotted by a company to its branches established 
in China and the expenses defrayed on behalf of the latter are deductible. 
But the branches concerned must provide adequate documentary proot to the 

tax .uthorities before a deduction can be granted. The documentary proot 
includes a certified financial report of the company; a report showing the 


illocation of fund: r a branch; and relevant receipt or voucher; and any 
other document ser‘ is proof. Interest on loans for commercial purposes 


i deductible. 


Supported by adequate documentary proof, entertainment expen;es connected with 
a trade are deductible. But it is provided in the law that there are limits 
to entertainment expenses. For example, if the annual net business turnover 
is 15 million yuan, the maximum allowance for entertainment purposes is 


45,000 yuan. If the annual business income is 5 million yuan, the maximum 
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lowance for entertainment is 50,000 yuan. 


[In assessing taxable income, we must also consider the depreciation question 
and the depreciation straight line allowed as a basis of calculation by the 
law. But a foreign exchange enterprise can apply to the tax authorities 

for the use of the method of accelerated calculation under special circum- 
stances. In calculation of depreciation fixed assets, the party concerned 
should deduct the "rescue fee'' from the cost and subject the balance to 
depreciation during the life of the property. The "rescue fee" represents 
lO percent of the cost. 


As to those foreign enterprises with no establishments in China, a withholding 
tax of 20 percent shall be levied on the following income: dividends, interest, 
lease of property, royalties and payments received for the authorized use of 
technology, copyrighted works and trac irks. 
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he tax year is from 1 January to 31 December. Foreign enterprises should file 
tax returns on a quarterly basis and pay the taxes due. At the end of the 
vear, the party concerned should file tax returns for the whole year and 

submit a certified financial report. Quarterly returns should be handed in on 
15 April, 15 July, 15 November and 15 January respectively. Annual tax returns 
should not be submitted later than 30 April the next year. 

3. Several Policies To Be Clarified 

Ihe implementation rules and regulations of the "foreign-enterprise tax law" 
were approved by the State Council and promulgated for implementation by the 
Ministry of Finance on 2] February this year. They are the embodiment of 

the general spirit of the tax laws. They concretely provide for the reduction 
and exemption of taxes on a preferential basis, the calculation of expenses, 
the depreciation policy, interest on money deposits, the imposition of the 
withholding tax, and so forth. Here, I just take up a few main problems. 


1. Are the permanent establishments set up by foreign companies in China 
subject to taxation? 


this question depends on a very important prerequisite. It is whether such an 
establishment has any income derived from China, or generated in China. 
Establishments set up in China by foreign enterprises should pay income taxes 

to the Chinese Government on income obtained from production or operations 
carried out there. But no tax is imposed on some enterprises which have offices 
in China, whose only aim is to ascertain conditions and work on building up 
connections--of fices which sign no contracts, receive no commission and have 

no business income. 

Those foreign companies, enterprises and other economic organizations which have 
no office in China but which have Ciiina-derived income from dividends, interest, 
lease of prope,vty, royalties, and so forth, should pay taxes according to the 
tax law. 


On the policy of preferential treatment. 


lhe "foreign-enter_cise tax law" provides preferential treatment for the eo 


following cases: 


(I) Encouraging foreign countries with capital and technology to cooperate 
with our country in developing its agriculture, forestry and animal husbandry. 


Because these undertakings involve a substantial amount of carital, a long 
cycle of capital being reused, and a relatively low profit, preferential 
treatment is given in regard to taxation. It is stipulateu that taxes be 
exempted in the first profit-making year ard reduced by 50 percent in the 
second and third years. After the period of tax exemption and reduction 
expires, if an enterprise still encounters difficulties and requires pre- 
ferential treatment, it can apply for a tax reduction of 15 to 30 percent in 
the 10 vears that follow. 
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(lI) Losses suffered by an enterprise in its fiscal year can be carried forward 


a‘ r ; years . 


(III) No tax is levied on interest, where low-interest loans between govern- 
ments are concerned. 


(iV) Under special circumstances, an enterprise can apply to the local 
government for the reduction or exemption of local surtaxes within a given 
period . 


3. Problems of taxation concerning Chinese-foreign cooperation in offshore 
Oil drilling. 


lo encourage foreign enterprises to cooperate with us in exploiting our 
offshore oil resources, the "implementation rules and regulations of the 
foreign-enterprise tax law" give the following explanations. 


(Il) Rational interest payments are allowed and deductible from income, if 
the loan obtained by a foreign enterprise involved in exploiting offshore 
oil resources on a cocverative basis from its related company is supported 


by certified documentation--a loan which must be approved and verified by the 
tax authorities as a normal one intended to meet production or investment needs. 


[l) Atter a foreign enterprise pays taxes on its taxable income from its 
exploitation of offshore oil resources on a cooperative basis, as stipulated 
in the tax law, its profits after taxes can be remitted abroad as dividends 
for an investment company or its share of profits and are no longer subject 
to taxation as required in Article 1]l in the law. 


(Ill) A foreign enterprise involved in the exploitation of offshore oil resources 
on a cooperative basis can base the amount of its income on the quantity of 
extracted crude oil handed over for export, as stipulated in Article 26 in the 
ru.es and regulations. If the method of calculating the price of crude oil 
stipulated in a contract for cooperation in oil exploitation is examined by 

the tax authorities and found to be in line with the principle of price 
calculation stipulated in Article 26 im the rules and regulations, the method 

of price calculation similar to that stipulated in the contract can be adopted 

1s a basis for calculating the amount of income. 

(IV) If a foreign enterprise is involved in the exploitation of offshore oil 
resources on a cooperative basis in two areas, the loss incurred in one 

area and the profits from another can be calculated on a consolidated basis. 
In addition, relative concrete stipulations are provided for the limits of 
mining expenses, amortization, asset depreciation, and so forth. 


4, The imposition of taxes on income of foreign steamships received from 
transportation. 
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e the promulgation and implementation of the foreign-enterprise tax law 
its rules and regulations, the original regulations gove 
me ot toreign steamships from transportation have been duly changed. This 
that the taxes on the income of foreign steamships from passenger and 
transportation in the ports of China shall be treated in the same way 
tipulated in the foreign-enterprise tax law. Also, according to Article 25 
cules and regulations of the foreign-enterprise tax law, 5 percent 
heir total income from passenger and cargo transportation in the ports 
nina shall be treated as their taxable income. As to industrial and 
] 


mercial unified taxes, local surtaxes and other provisions, their income 


still be treated acccrding to the June 1974 regulations. 


How to calculate taxes on income from contract operations related to 
re oil exploration and drilling? 


-‘rning the operations of foreign enterprises contracting for the explora- 


Y/ 


tion and drilling of offshore oil resources, Article 24 in the implementatio.: 


rules 


Chie 


ind regulations of the foreign-enterprise tax law clearly provides for 
letermination of profits and the calculation of taxable income on the 


basis of their total income from contract operations. To facilitate unified 


CXe' 


‘ution, it is now intended to fix a temporary rate of profit and take 


total amount of income from contract operations as a basis for calculating 


taxable income. 


he problem of taxation concerning contracts for the introduction of 


hnology, the borrowin and lending of money, lease of property, and so 


torth--contracts approved before the promulgation of the "foreign-enterprise 
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etore the promulgation and implementation of the foreign-enterprise tax 
it was explicitly stipulated in the contracts concluded that che taxes 
ing in China in fulfillment of the contracts be paid by the Chinese side. 


signed contracts were also submitted to the department in charge and duly 
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ipproved. During the validity of these contracts (not including the extended 
eclod), the relevant foreign businessmen can be exempted from taxes on income 
tr royalties and so forth, as stipulated in the original contracts. Where 
n learcut stipulation for taxation is given in a contract, according to 
rticle il in the foreign-enterprise tax law, the unit responsible for payment 
uld deduct 20 percent as income tax from the amount paid out each time, If 
the imposition of taxes involves changing the contract, giving rise to actual 
d ulties, the case can be referred to the local tax authorities. After 
ipproval is obtained, appropriate preferential treatment will be given to the 
art ncerned., 
(I é yntracts concluded after the promulgation and implementation of the 
‘toreign-enterprise tax law’ (including those formulated before the implementa- 
tion of the tax law but not yet approved) should clearly specit ll their 
rrovisions according to the state tax law. The method of contracting for tax 
1yment should no longer be used. All provisions in the contract that violate 
the tipulations in the tax law are nul ind id 





REN ZHONGYI ON STUDYING SPECIAL ZONE THEORY 
HK140535 Hong Kong WEN WEI PO in Chinese 14 Jun 82 p 3 


[Report by long-distance telephone call from Shenzhen by reporter 
Guang Yu [1639 1342]: "Ren Zhongyi Meets Economic Scholars, Stresses Studying 
Special Zone Theory" 


[Text] 13 Jun--At about 0700 this morning, accompanied by Guangdong Provincial 
CCP Committee secretary and special economic zone administrative committee 
director Wu Nansheng, Guangdong Provincial CCP Committee first secretary 

Ren Zhongyi, when calling on the delegates attending the "symposium on 

Guangdong provincial special economic zones," stressed the need to conscientious- 
ly study the theory for building the special zones. He said that in building 
special zones, it is necessary to guide practice with theory and that with the 
guidance of theory, the building of speciai zones will develop with irresistible 
force. Ren Zhongyi extended a welcome to the experts and scholars from Beijing, 
Shanghai, Fujian and Guangdong and talked with some of them. When talking 

about the necessity of holding theoretical discussions on many major problems 
concerning the building of special zones, Ren Zhongyi said: "Quite a few 
economists in the country have written a lot of documents on the special 
economic zones. This constitutes a great support to the undertakings of the 
special economic zones. Running special economic zones as an experiment is a 
new subject for study. It is very important to use the theories of Marxism- 
Leninism-Mao Zedong Thought to guide the new practice. With the guidance of 
theory, the building of special zones will develop with irresistible force. 

At present there are various concepts about the special economic zones. How 
shall we unify understanding? Practice is the only criterion for testing 

truth. We should sum up experiences and convince people with reasoning. 

this reasoning of ours is theory. 


[he "sumposium on Guangdong provincial special economic zones? will end 
tomorrow morning, that is, 14 June. 
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